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MANAGEMENT OF PUBLIC INDUSTRIES i 

' ' ■ i 

By . I 

A. H. HANSON ! 

GOALS FOR MANAGEMENT , ! 

1. Statement of objectives, when divorced from particular contexts, | 
are inevitably so vague that they can hardly serve as guides to action. How- | 
ever, to make a few contrasts between the public sector and the private I 
sector in defining the purposes of management may help to elucidate some : 
of Ae special problems with which public entei'prise is confronted. | 

* 2. Formerly, it was common to distinguish between public and pri- | 

vate enterprise by reference to the motivations of their respective manage- I 
ments. Both served the public by way of producing goods or services as ; 
economically and efficiently as possible, but whereas in public enterprise | 
service was a direct and conscious purpose, in private enterprise if was a I 
by-product of profit-making. In public enterprise, therefore, there could ! 
be no contradiction between social purposes and managerial objectives, | 
but in private enterprise such a contradiction could easily arise, insofar as i 
the maximisation of profits did not automatically give rise to the maximum | 
public benefit, particularly if the enterprise was working in a field that was 
less than fully competitive. 

3. It would be quite untrue to suggest that this contrast has entirely 
lost its validity, but today it has to be qualified in so many ways that it ceases 
to have much of its former clarity. The well-known “divorce between owner- 
ship and control’’ has made the motivation of private enterprise management 
considerably more complex, to say the least, than it used to be.^ The very I 
conception of profit, when analysed, tends to become ambiguous. The j 
pursuit of long-term profitability has very different economic effects and 
social implications from the mere quest for immediate rewards, and profitabi- 
lity itself, in the sense of material gains accruing to individuals, may well 
take second place to the expansion and consolidation of the concern, f.e., 
to the pursuit of economic power, furthermore, public^ service is by no ; 
means absent among the direct motivations of the managements of well- ; 
organised private enterprises; for the development of a social conscience ■ 
among private business managers is a well-attested, if unevenly-distributed, 
phenomenon. On the other hand, a public enterprise, while in theory having 
no other motive than that of public service, may conspicuously fall short 
of this ideal, and develop into a kind of managerial “empire”, in which 
officials, enjoying the security of tenure characteristic of the civil service, 
become apathetic about the purposes they are supposed to be pursuing, and 
even dictatorial in their attitudes towards the public. Finally, the very 
concept of public service is subject to a great variety of interpretations. No 
one has succeeded in attaching an agreed meaning to the well-known statu- 
tory injunction to British nationalised industries “to serve the public interest 
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i ill: all respects’’, and it Is inconceivable that this clause could be given any 
; specific interpretation by a court of law. 

4. if, then, we reject the distinction between ‘"profit” and “service” 
as too inexact and ambiguous for purposes of analysis, what are we left 
with? Are there general principles, of any kind, that can serve as a guide to 
I the behaviour of public enterprise managements? According to some, 

I there should be no fundamental distinction between private and public. 
The principles of marigement are the same, whoever happens to own the 
capital,' and the difference between the two kinds of enterprise lies solely in 
the bodies to which their respective managements are responsible. Both, 
to the extent that they are permitted to do so, have the duty of behaving in 
. accordance with sound and well-established commercial principles. 

V i 5. In one sense, this has only to be stated for its falsity to be per- 
^ i cei ved. One of the most frequent reasons for establishing a public enterprise 
j —particularly in an underdeveloped country— is that the government has 
! decided that, for the sake of economic development, a project must be put 
I in hand in spite of the fact that, at least in the short run, it is not commercial- 
I iy viable. That, of course, is one of the justifications— apart from any 
I “ideologicial” ones that may be present— for including it in the public sector, 
i The private investor is not “interested”; for there is no positive correlation 
I between the commercial attractiveness of a particular investment and its 
I potential contribution to the development of the country’s economy. Indeed, 

I in an underdeveloped country there may even be some degree of negative 
I correlation, in so far as many of the more commercially-attractive invest- 
I ments are socially-useless ones. In any case, the state obviously needs to 
I have regard to something more than narrow calculations of commercial 
viability when it undertakes investment in essential basic services, such as 
power, transport and irrigation. Nor can it always rely, even if it provides 
suitable incentives, exclusively on the commercially-oriented ambitions of 
I the private entrepreneur and investor for the development of the siiper- 
j structure of the economy. In this particular sense, therefore, it is untrue to 
j say that a public enterprise is necessarily “just like any other commercial 
I concern.” 

I 

^ I 6. Fom the standpoint of the actual running of the individual entei- 
I prise, however, “sound commercial policy” has a very definite meaning, 
j It almost goes without saying, for instance, that the management of a public 
I enterprise, like that of any other enterprise, should endeavour to minimise 
I costs of production, should strive to make the concern ‘'pay its way”, and 
: should be constantly adapting production policy to the changing requirements 
I of the market; and it is also arguable that, to achieve the optimum utilisation 
I of the factors of production, the price of each unit should be related, as far 
j as practicable, to its cost, so as to avoid the grosser forms of “cross-subsi- 
j disation”. These are simply some of the more obvious elements of “sound 
I commercial policy”. Plenty of others will be very familiar to those experienc- 
; ed in commercial matters. 

^ 7. Such principles provide reasonable, if rather obvious, guides to 

i managerial policy. If they are consistently disregarded, scarce resources 
will be underemployed or misapplied. But they are by no means absolutes, 
and have to be considered in relation to other desiderata which may be 
, applicable to both public and private enterprise, but which are particularly 
^ ' applicable to concerns which have been deliberately established by the 

I state as agencies of economic development. 

8. Costs of production, for instance, may be minimised by methods 
which, although immediately economical for the enterprise concerned, are 
not at all economical for the country as a whole. High-standard “ameni- 
ties” for workers, although costly to the enterprise, rriay be justified as a 
means of preserving industrial peace and of attracting and maintaining 
a stable labour force, as well as on social grounds. Expensive training and 
apprenticeship schemes, the benefit of which rarely accrues exclusively to the 
j enterprise providing them, may have a vital role to play in the general 
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impro¥em,eiit of skills. Even the extremely dangerous use of public enterprises i 
as, “g.ive,rs of empioy,ment”, involving the recruitrn,eiit or retention of an ove,r- 
expaiided labour force, !Ti.ay, in so.me circu.:m$taiices, be temporarily justified : 
as a m,eans of avoiding the demoralising effects of unemployment, particula,r- : 
iy i,ii a country where social secu,rity sche,mes a.re non-existent or embryonic. : 

9 . From, the standpoint of economic development, it may be necessary ; 
to run the enterprise at a loss, even over a considerable period. Such, losses : 
have to be balanced against the actual or potential gains to the economy as ^ 
a whole. It would be absurd, for instance,, to close down or contract the ; 
operations of a fertilisers plant simply because the peasants were unable to ; 
purchase its products af a price that covered its costs of operation. It would i 
be equally absurd to expect that, in all cases, the supply of electricity to a | 
rural area or the operation of a railway line to “open up” an underdeveloped 
region could* be conducted on a profit-making or “break-even” basis. This | 
is not to say, of course, that a public enterprise ought, in all circumstances, | 
to eschew profit. That would be equally absurd, particularly as it is of | 
major importance, in some circumstances, for the public sector to be employ- 
ed as a means of capital accumulation. It does mean, however, that ability 
to “meet outgoings from incomings” is not a criterion that can be universal- | 
ly applied. The needs of the economy as a whole, as conceived by the autho- i 
rities responsible for the development programme, must take priority. 

10. Even “adaptation to the requirements of the market” is not a ; 
principle of absolute validity. Admittedly, many public enterprises have | 
failed dismally as a result of their studied neglect of consumer preferences. : 
Some of the government factories in Ceylon might be quoted as apposite | 
examples. But the “lumpy” nature of economic development frequently 
requires that an enterprise should adapt itself, not to existing demand, but 
to a future, planned demand, in a way that the ordinary profit-minded 
entrepreneur would regard as commercially hazardous — ^and rightly so. India’s 
steel plants are a case in point. Even progressive foreign firms are reluctant 
to risk their capital in response to a promise of future demand, based 
upon planning targets, as the following story, brought back from India by 
Mr. Paul Bareau, illustrates : 

A well-known firm told me that they had been invited to be one ol 
the four typewriter manufacturers who were going to set up plants in 
India; they sent their experts out there to study the techniques and 
marketing end of the project,' and asked the obvious question : ‘What 
is the demand for typewriters? Is it adequate to support no less 
than four separate establishments?’ The answer was : ‘Oh no, but 
according to our plan it will be by 1961’. The firm said : “We are not 
in the habit of doing business, risking large amounts of capital on that 
kind of basis. No thank you.” {International Ajfairs, London. 
Voi. 33, No. 3, July, 1957, p.307). 

I do not know, for lack of evidence, who was right in this particular case. 
But it is quite possible that both were right, from their respective points 
of view. For the individual firm and the government with planning respon- 
sibilities are bound to look at the question of “the market” from different 

angles. ^ 

^ 11. The fourth guiding principle of commercial operation which we 

quoted, the adjustment of unit prices to unit costs, may also, in certain 
circumstances, have to be honoured in the breach, rather than in the observ- 
ance. Oil social grounds, or in the interests of long-term economic develop- 
ment, it may be desirable to overcharge one group of consumers and to under- 
charge another, thereby compelling the former to extend a subsidy to the 
latter. Admittedly, it is always better, if possible, to tie prices to costs and 
provide whatever subsidy may be considered necessary from government 
to funds; but this is not practicable in every case. Even in Great Britain, it 
is regarded by many — although not by all — as justifiable that the North of 
Scotland Hydro-Electricity Board should supply rural consumers at less than 
cost through charging urban consumers higher prices, than would otherwise 
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be necessary. (See Select ■ Committee on Nationalised' Ind'ustries : Report 
of 29th October, 1957, pp. ix-xi ; for a different view,; see Report of the Com- 
mittee on Inquiry into the Electricity Supply Industry^ Jan'uary, 1956, pp. 95-7). 
.In 'underdeveloped areas, there may be a m,uch stronger justification... .One 
can make out a cogent case, for instance, for meeting at .least some of the cost 
of the iiT,igat,ioii operations of a multi-purpose rive.r-valley project from the 
profits on its sale of electrical energy. Such a case was made, crudely but 
nonetheless effectively, by a member of the Indian Lower, House (Lok' 
Sabha) in the 1957 Debate on the Ministry of Irrigation and Power’s 
Estimates, viz. 

“If we do not give water to the agriculturalists because they do not 
agree to the rate which the Damodar Valley Corporation wants and other 
river- valley authorities want or the State wants, ultimately we lose in food and 
we are put in difficulties regarding our finance internally and externally.” 
(Second Series, Vol. IV, No. 14, col. 6254). 

Once again, the application of a theoretically sound commercial principle 
has to be tempered by consideration of national economic interests. 

12. Evidently, then, a public enterprise may be required, in the 
interest of planning for economic development, to behave in ways which, 
from the standpoint of the management, appear “uncommercial”. This is 
likely to happen rather more frequently, perhaps, in a poorly-developed 
country than in a comparatively highly-developed one. The German 
Federal Republic can rely, at least for the time being, on the application by 
the managers of its public enterprises of “normal commercial criteria”.^ It 
is by such methods mat the “German e'conomic miracle” has been accom- 
plished. Even there, however, the view that public enterprises “ought not 
to be used as instruments of state economic policy” has “given rise to numer- 
ous criticisms”. (See Gert von Eynem : Le Controle des Entreprises Pub- 
liques par VEtat dans la Republique Federale AUemande, a paper presented to 
the Rome Congress of the International Political Science Association, 
1958). In the less developed areas of the world, such abstention is not 
likely to produce “miracles” of the kind required. 

13. It might be argued, however, that the “non-commercial” consi- 
derations which we have exemplified are matters for the government, not for 
management, whose duty is to behave in accordance with strict commer- 
cial principles within a frame of reference provided by legislation and by 
directives from higher authority. Such a point of view has been cogently 
presented by the “Herbert” Report on the British Electricity Supply Industry, 
which holds that the industry ought to operate as a “strictly commercial 
undertaking” except to the extent that the Minister choses to give it “precise 
instructions if and when it is required to act in some way different froin what 
would be dictated by purely economic considerations”. {Report, pp. 136-7). 
This view, however, has not been accepted by the British Government, which 
prefers that enterprise policy should be worked out by “continuous consul- 
tation” between the Ministers and managements concerned. We would 
suggest that the more important considerations of “national interest”, as 
distinct from “strictly commercial” considerations, become, the more desir- 
able is it that management itself should be aware of the role that the enter- 
prise is expected to play and convinced of the validity of the objectives that 
it is enjoined to pursue. Such objectives cannot be formulated in vacuo, 
at a high political level, but only in co-operation with the enterprise itself’ 
For if there is persistent tension between managerial policy and “higher” 
policy, the performance of the enterprise is likely to be adversely affected. 
Considerations such as those we have outlined, therefore, need to be present 
in the minds of the managers themselves, if the enterprise is to contribute its 
quota, most effectively, to the achievement of national plans. 

14. Of course, it nevertheless remains true that within the frame 
of reference that they themselves have participated in constructing, managers 
must be constantly striving to minimise costs and maximise revenue on 
the basis of a product or service which meets certain quality specifications. 
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It is pe.riiaps in respect of the “quality'’ factor that some of the most difficult, 
proble,ms m.ayy arise, .particularly , when there is- 'an' alternative between ’ 
(i) a comparatively large quantity of co.niparatively low quality and therefore 
-low-priced products, and (li) a comparatively small quantity of comparatively 
liigh-quality and the,re,fore hig,h“pri,ced products. ' ■ Here manageme.ot may 
possess a considerable latitude -in respect of the fulfilment of its general 
objectives, and' here, too, , “co,mmercial” considerations, (/.c.. mini:misatio,ii 
of total costs and max.'i:misation of total revenues) may not be the decisive 
ones. It will be i,ii,teresting to hear how man.a.gers confronted with this 
type of problem have coped with it, and to what extent the planning authoriti- 
es have found it necessary to interfere with the freedom of enterprises in this 
respect, and with what results. 

15. Final emphasi.s must be placed on clarity of objectives. In 
collaboration with those concerned, it is necessary to break down the over- I 
all national plan into a series of goals, or terms of reference, for each indivi- I 
dual industry and plant, so that managers will clearly 'see -the object of the | 
exercise and have in front of them a series of well-defined targets. It is ! 
equally necessary that these should be understood, in such terms as the j 
various categories of personnel are capable of grasping, by everyone from I 
the General Manager downwards. In the absence of clearly-formulated j 
goals, the organisation lives a hand-to-mouth existence, changing its policies j 
in response to all kinds to stray influences, both internal and external. Co- | 
ordination of effort also suffers, and in extreme cases may become quite 
impossible when no one is quite certain what the object of the exercise is. 

In such circumstances, “spontaneous”, contradictory and predominantly 
objectives soon begin to predominate among the various people concerned — 
the maximum individual reward for the minimum individual effort, the 
building of a sectional “empire” along the lines of “Parkinson’s Law”, or j 
simply the enjoyment of a quiet and undisturbed working (and preferably 
not-too-hard-working) life. Loyalty to an organisation which does not 
know where it is going is impossible. Moreover, clarity of objectives is a 
sine qua non for the proper delegation of responsibility. Without it, the 
ever-present tendency towards over-centralisation is immeasurably strength- 
ened, as those in the lower ranks of the managerial hierarchy are provided 
with no criteria for independent decision-taking. Every question becomes 
“difficult”, and consequently has to be referred to someone higher up. I 

16. However clearly-defined the goals may be, therefore, and however ! 
realistic and attainable, they will be of comparatively little use if they are j 
simply embodied in a document which the top manager keeps in his drawer i 
to consult occasionally. Only if understanding of them is diffused among | 
personnel at all levels will the twin desiderata of proper co-ordination and i 
adequate delegation become possible. For goals do not become effective 1 
until they are embodied in people’s consciousnesses and enter into their 
motives. '■ 

M'EASUREMENT OF MANAGEMENT ' | 

17. In private industry, profitability provides a rough-and-ready 
measure of managerial efficiency, particularly if the concern is operating 
in a competitive field. At least, shareholders who are satisfied with the 
dividend declared are likely to be satisfied with the management that pro- 
duces it. Even in these conditions, however, this unit of measurement is an 
inherently unsatisfactory one. A rise in profits is not necessarily an indica- 
tion of improved efficiency, nor a fall in profits of diminished efficiency. | 
Moreover, a given level of profit, even though satisfactory to the share- 
holders, might have been further raised by the elimination of managerial 
defects of which they were unaware. Nor does a comparison of the pro- 
fitability of different enterprises operating in the same field necessarily 
reflect differences in managerial efficiency, for it may be extremely difficult, 
and sometimes impossible, to isolate the effect of the latter on the overall ^ 
result. 
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NOTES 18 . It is obvious/'fiowever, that in a privately-owned enterprise, run 

for profit a.iid keenly' competitive, , the incentive to raise the level ot manager- 
ial eificicncy is continuous. This incentive is weakened to the extent that 
: the enterprise becomes protected from the chiir winds o:f competition, 

; whetiier by accident or by design, it may become weaker still in a puhlk- 
\ , enterprise which : enjoys "such protection. As. therefore, a , great many 
; public enterprises are in this, situation, more or less, the provision of alter- 
I native incentives becomes a great importance. To provide them, it is help- 
: .fill that some reasonably reliable and ot^ective method of measuring manager- 
I ial efficiency should be devised. 

I 19. In the first place, one must attempt to distinguish between the 
I various kinds of factors affecting the enterprise’s performance. These 
I may be divided into three classes, namely (?‘) ‘fobjective” socio-economic 
! conditions, the “state of trade”, both internal and external, the condi- 
i tion of the labour market, the availability of various types of skill, the general 
I social and ideological environment, etc.; (//) decisions taken externally to 
1 the enterprise, e.g., the law which prescribes its CGnstitution and governs 
I its relationship with higher authority, the laws that impose on it obligations 
^ in respect .of labour relations, employee welfare and personnel practices 
I generally, the directives that it receives from the responsible minister, and the 
! general economic policies which determine the scope of its operations; 

I (///) the internal organisation and procedures of the enterprise itself. Unless 
I the effect of the third of these can be isolated, to some degree, from that of 
I the other two, the measurement of the specific contribution of managerial 
I behaviour to the overall result is not possible. 

I 20. Such isolation is easiest when the enterprise is working in com- 
petitive conditions, is comparatively exempt from “political” interference, 

I and is subject to legal controls not substantially different from those that 
govern its competitors, with whom it shares the same socio-economic 
environment. 

21. A good example of such an enterprise is the Renault Automobile 
Factory in Paris. Even without any attempt at precise measurement, it 
is reasonable to say that managerial efficiency in the Regie Renault must be 

j at least as high as in its private enterprise competitors, in so far as, without 
I enjoying any special privileges, it has succeeded in putting on the market a 
I series of products that are highly competitive, both in price and in quality. 

I In fact, it is well known that Regie Renault has acted as the leader and 
I pace-setter of the Freneh~~and to some extent of the European — automobile 
j industry. It is also fairly well known that this has been due, in considerable 
I measure, to the personal dynamism of its first General Manager, M. Pierre 
{ Lefaucheux, and the administrative skill of his successor, M. Pierre Dreyfus. 

I (See Harold A. Fletcher : The Regie Renault, in Public Policy, A Year-book 
I of the Graduate School of Public Administration, Harvard University, 1958, 
ipp.201-3.) 

22. In the case of a public enterprise where elimination of the “other 
factors” is less easy, however, one cannot be so confident in attributing a 

j particular result to managerial virtue or vice. Even the Renault case illus- 
I trates the difficulty of discovering the influence of organisation and proce- 
I dures as such. For so much depends on the qualities of top mana- 

I gement, A genius may produce good results from a rather inferior mana- 
I gerial set-up, simply by communicating his dynamism “down the line” 

! and using his authority to short-circuit rules and conventions that get in his 
I way. But results achieved in this manner cannot outlast the tenure of 
i office of the person responsible for them, and provide no index of the 
I efficiency of the managerial which is likely to reveal its defects when 

j a merely normally-able manager succeeds the genius in the top-level position. 

23. Such complexities merely offer a challenge to those concerned 
! with the measurement of managerial efficiency, compelling them to eschew 
I short cuts and to approach their work in a logical and systematic manner, 
j The first step, clearly, is to compile figures which measure, not the 



perfoniiaiice of iiianagemeiit specifically, but that of the enterprise generally, i 
It may then be possible, by a process of step-by-step elimination of the extra- j 
iieous factors (necessarily, however, an. inexact and approxi.mate action) | 
to form an estimate of the contribution of management to the overall result. ; 

24. The figures initially required are those that measure output in ; 
relation to the input of factors of production. Such figures, it should be ‘i 
remembered, have no absolute value. ' They are for purposes of comparison, , | 
¥/hicli may be of two kinds, viz. (i) comparison over a period of time (i.e., ; 

Is the input-output ratio rising or falling?); (//) compariso]i with other, : 
similar enterprises (i.e., Has enterprise A a higher or a lower input-output | 
ratio than enterprise B?). I 

25. The most obvious figure for the measurem.e.nt of overall per- ] 

formaiice is cost per unit of productio.n. On this, certain prima facie con- 
elusions may perhaps be based; but one would be very foolish to piace exciu- 
sive reliance on, it, for two reasons, (f) that the discovery of a suitable unit, ; 
or selection between units apparently having equally good claims, is often | 
difficult; (U) that unit cost is the product of a whole com.plex of influences, ; 
both internal and external to the enterprise, which may not be easy to dis- j 
entangle. Figures providing a more detailed “breakdown” of the input- i 
output ratio, together with a variety of operating statistics, are therefore ; 
requiredv ... i 

26. All well-organised and cost-conscious enterprises realise the 
importance of compiling such information, and attempt to use it, not merely | 
for measuring their peiTormance as against that of other enterprises (where i 
possible) or over a period of time, but for purposes of self^ustification j 
(/.<?. public relations). For instance, the British electricity supply industry, I 
in its aniiuai reports, presents figures to show the following: 

Average works cost per unit of electricity generated. 

Heat consumption per unit generated. 

Percentage index of thermal efficiency. 

Average load per KW of maximum output capacity. i 

Percentage increase in coal consumption, in comparison with percen- ; 
tage increase in electricity generated. I 

Cost per unit for repairs and maintenance. | 

Cost per unit of operation for salaries and wages. | 

British Railways, in addition to calculating working expenses per train j ^ 
mile, presents vvhat it has described as “operating efficiency statistics... 
in their most advanced form”. These include the following figures : 

Average wagon load* at .starting point. 

Empty load-miles per freight engine hours. 

Ratio of wagon miles per total engine hours. 

Index of net ton-miles per engine hour. 

Coal consumption per engine mile. 

Statistics of this kind, compiled over a period of years- and carefully inter- 
preted, can provide a sound basis for assessing the performance of the enter- 
prise. From them, one can learn, not merely whether performance as a 
whole is improving or deteriorating, but also in which specific phases of 
operations improvement or deterioration is evident. 

27. As a means to improved management, by indicating the points 
at which extra effort or better organisation may be necessary, such inform- T 
ation is iiwaluable. But for the measurement of managerial performance i 
it provides only the raw material. Rather than attempting to describe, | 
in general terms, how such raw material may be “processed”, it will be I 
better to give an actual example. This is from the latest Report, on the ! 
Air Corporations, from the Select Committee on Nationalised Industries I 
(Reports and Accounts) of the British House of Commons, published on ! 
14th May, 1959. This Committee, in attempting to assess the performance 
of the managements of the two Corporations, British European Airways ' 
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NOTES i and British Overseas Airways, had the advantage of comprehensive operat- 
I iiig statistics providing both comparisons over time an.d comparisons, with the 
I Bntisli corporations’ leading foreign competitors. 

28. What the Committee did was to concentrate attention on those 
i fiaores wliicli suggested, prlma fade, that the corporation concerned was 
considerably less efficient in certain respects than its competitors. It care- 
i fully enquired whether there were any factors, outside the control of the cor- 
^ poration, to account for the discrepancy. If it found that there were none, 
i or that those, discoverable were insufficient to account for a comparatively 
I poor performance, it said to the corporation, in efiect, “There is apparently 
I no adequate reason, apart from your own inefficiency, for your failure in 
this respect, and therefore it is high time that you introduced more efficient 
managerial practices”. 

i 29. In one of these statistical comparisons, B.O.A.C.’s performance 
i appeared strikingly inferior to that of the American “long haul” airlines, 

I Pan-American and Trans- World- Airways. Whereas these two lines had a 
i c.t.m. per employee (the quotient of the airline’s capacity and the number of 
I its employees) of 37,700 and 44,100 respectively, B.O.A.C. had one ofl6,400. 
The Committee recognised that there were certain “contributory reasons” 
for this contrast, largely outside B.O.A.C.’s control, e.g. that the Corporation 
did more things for itself, and fewer, by outside contract, than its competitors, 

! that it had bcQn undergoing a period of re-equipment, and that its more 
I widespread operations compelled it to employ larger flight crews. But, 
when all these things had been duly allowed for, further justification for the 
very large pay-roll, particularly in the Corporation’s workshops, appeared 
to be necessary. Several explanations were offered, viz. the difficulties in 
obtaining trade union agreement for new staffing arrangements, and the 
delay in undertaking the “major investigation” that was necessary, owing 
first to the preoccupation of the Chief Engineer with the “Britannia’s” 
icing troubles and secondly to the illness of the Managing Director. Reject- 
ing these as inadequate, the Committee went on to consider whether any 
blame could be attributed to the standards of airworthiness and safety to 
which the Air Registration Board compelled the corporation to conform. 
Having satisfied itself that this was not so, it concluded that “the responsibi- 
lity for what happened in the past must reside inside the Corporation”, fc., 
that it was the responsibility of management. 

30. This investigation, starting with a statistical comparison and pro- 
* ceeding by way of a rigorous examination of the evidence to a conclusion 

very difficult to challenge, is a model of its kind, in spite of the fact that it 
was not conducted by experts either in industrial management in general 
or of civil aviation in particular. 

31. All countries are attempting some such, external and objective 
assessment of managerial performance. In some cases this amounts to 
no more than the production of “comments” on annual Reports and Accounts 
by the statutory auditing body, which may or may not be well equipped to 
interpret commercial statistics and understand, managerial problems. Such 
comments are often transmitted to parliamentary committees, which, after 
considering them together with the Reports and Accounts to which they 
refer, attempt to provide managements with suggestions for improvements. 
In other countries, specialised professional bodies have been established to 
keep the efficiency of public enterprises under more or less continuous review. 
In Turkey, for instance, this task is entrusted to a body known as the Prime 
Minister’s High Control Board. In India, a decision has recently been taken 
to establish standing committees, predominantly ministerial in composition, 
to organise and control “teams” which will carry out investigations of public 
enterprises, including inspections “in the field”. The most highly-developed 
of such efficiency-auditing bodies is the French Commission de Verification, 

I which, by all accounts, has provided a valuable service. 

32. That the importance of measuring managerial performance has 
! been so widely realised is encouraging. Nevertheless, it must be frankly 
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said that there are limitations to what the less developed countries can I 
accomplish, or ought to, try to accomplish, in this respect. The two | 

factors are' si,mply (i) ,paiicity (and ,sometimes unreliability) of statistical j 
information of the .kind required, and (u) scarcity of personnel with the | 
requisite qualifications to interpret such, information and to conduct the | 
‘‘follow-up”' investigations. The fi„rst Imitation, although by no means easy ! 
to remove, is probably less serious than the second. ' To achieve success, | 
an efficiency-investigating .unit ,n.eeds to bC' staffed with genuine experts—' | 
adequately trained management engineers working under the supervision | 
of people with wide industrial, commercial, financial and administrative | 
experie,nce. The possessors of such qualifications are extreitiely scarce ^ 
in the, less developed parts of the world, and to use those that exist in investi- ; 
gatory capacities is, in , most cases, a waste of talent. ,People capable of I 
checking the efficiency of enterprises ought not to be doing so; they ought to i 
be running them. As I have written elsewhere: 

“An staffed organisation for checking the efficiency 

of public enterprises is a ‘western’ luxury which an underdeveloped | 
country simply cannot afford not because it costs too much money, 
but because it represents a misapplication of scarce and valuable 
manpower.” {Public Enterprise and Ecofwmic Development. /p, 3^1). \ 

33. Does this mean, then, that the attempt to organise external effi- 
ciency checks should, for the time being, be abandoned? I do not think so. 

It means, rather, that such checks will have to be intermittent rather than 
continuous, and on a comparatively modest scale. The occasional appoint- 
ment of a Committee to investigate the performance of a public enterprise i 
and to make recommendations does not place an undue strain on man- 
power and may yield useful results. Statutory auditors can sometimes put 
their fingers on weak spots in management, and so can parliamentary com- ; 
raittees. According to an American observer, the Indian Estimates Com- 
mittee’s inquiries into the Damodar and Hirakud projects have been “surpris- I 
ingly constructive” (Henry Hart : New India's Rivers, Calcutta, 1957, ; 
p. 163). Valuable as this kind of investigation may be, however, it is some- i 
thing distinct from the scientific measurement of management. I 

34. Ill my view, major reliance needs to be placed, in developed and 
underdeveloped countries alike, on managerial .v^'/f-criticism. Efficiency | 
checks, like charity, must begin at home. The difficulty, of course, is that | 
busy and harassed managers rarely have the opportunity to stand back from | 
their desks in order to look critically at what they are doing. They therefore | 
need assistance. In other words, the apparatus of self-criticism must be | 
“built into” the enterprise. Somehow, machinery for the identification i 
of weaknesses in organisation and procedure must be provided as an aid to ! 
management. But how? 

35. To attempt to offer a formula suitable for all enterprises would be 
quite futile. One can safely say, however, that whereas all officials have a 
duty to be vigilant about the spotting of managerial weaknesses, some have 
better opportunities for the performance of that duty than others. In j 
paiticular, the officer concerned with personnel (“establishments”, in British | 
parlance) usually becomes aware more quickly than anyone else of ineffi- I- 
ciencies which refiect themselves in swollen numbers of employees or excessive I 
turnover in the labour force or failure to put the right people in the right I 
jobs or disputes about job-descriptions — that is, unless, as too often happens, i 
he is a comparatively low-grade official solely concerned with compiling | 
personnel records. It is no accident that, in the British Civil Seiwice, the I 
senior officer responsible for Establishments is usually also responsible for I 
Organisation and Methods. Such an officer does not necessarily need special ! 
qualifications, for any comparatively high-grade person, familiar with the | 
organisation, possessing an independent and critical mind and enjoying \ 
the encouragement of top management to use it, can recognise at least the more I 
obvious weaknesses that require correction. Attempts to remedy a weak- * 
ness, however, must be preceded by some kind of systematic investigation, 
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i so that its cause may be accurately indentified and possible methods of 
I overcoming , it clearly fbrmulated.^ Such an investigation may be carried 
I out, either by a firm of consultants, brought into the, enterprise for the pur- 
i pose, or by an officer,, or team of officers, from the enterprise itself. In a 
I large organisation, it generally proves economical, if suitable personnel 
! is available, to have a small but permanent unit both to identify the weak- 
i nesses and to conduct the investigations. Under the name of ‘‘O and M”, 

I this is now the practice in the major British nationalised industries. How 
I far it can be imitated depends on the avaiiability of people with the requisite 
i qualities to staff such a unit. Hence one can hardly make a recommenda- 
I tion on this subject which stands much chance of being generally acceptable. 

I 36. One final point, of great importance, needs to be made. As we 
I have seen, criticism of management is partly an internal matter and partly 
: one for whatever supervisory organs the state may have established. But no 
organ of measurement and criticism, whether internal or external, can make 
managerial policy, or ought to try to do so. Its job is simply to diagnose 
ills and prescribe possible remedies. Management alone has the respon- 
sibility of deciding whether and how to act on its recommendations. For 
the essence of management is responsibility for the internal organisation of 
the enterprise, and it cannot exercise that responsibility without the neces- 
sary authority. To compel an inefficient management to become efficient is 
impossible, for in attempting to do so one inevitably undermines that 
authority which is one of the preconditions of efficiency. If management 
persistently refuses to accept well-conceived recommendations for its own 
improvement, the remedy is not to convert them into orders. It is to get rid 
I of the existing management and replace it by a better one — always assuming 
^ that a better can be found. 

PROBLEMS OF MANAGEMENT 

A. PROBLEMS RESULTING FROM FACTORS EXTERNAL TO THE ENTERPRISE 

I 37, The division of the problems of management into internal and 
I external is clearly a rather arbitrary one, and is being used for conv«ience 
I of presentation only. In the present section we shall be dealing primarily 
I with the relations between the enterprise and other organisations and groups 
I (c.g., the state, the consumers, and other enterprises, both public and 
i private), and with the effect of certain environmental factors which condition 
its activities. These relations and influences, however, obviously have their 
effect on the internal affairs of the enterprise which are the subject of the 
i next section. 

I Plant location, size and layout 

I . 38. If the management has been designated before the enterprise is 
I brought into existence, it will probably be consulted about location, size 
I and layout. Where possible, this is always desirable, as those who are to 
I be responsible for the running of the enterprise are likely to have strong 
i views about these subjects. F^or subsequent managers, however, they are 
I more or less given data. This applies, perhaps, more to location and size 
: than to layout 

39. The principles of optimum economic location (sufficiently well- 
: known not to require repetition) are frequently violated, sometimes as a 
I result of ignorance, but more usually to allow for social, political and even 
I military factors. It may be considered desirable on social grounds, for 
instance, to limit the expansion of existing urban centres, or to"di versify the 
I economies of particularly backward* or to relieve unusually heavy local or 


The conflict between economic and social considerations, in this respect, is 
well illustrated by some of the controversies about the role of the Indian Industrial 
Finance Corporation. It was criticised by a parliamentary Committee of Fjiquirv 
for its lack of attention to backward areas. It retorted to the effect that ii was 
supposed to work on sound commercial principles and not function as a kind of 
‘Asocial service” agency. 



regional unemployinent. (iiixi.rcu.iiistances. where there are severe 
on, the . mobility of labour). Politically, the government ' may decide . that 
.wisdo,iii requires that its industrial location policy should, respond, to some 
degree, to the de!iia,iids of a particular region, conscious of its separate ide.ntity 
and perhaps, d!splayi,ng certain “separatist” tendencies, for more attention 
from the central' planning authorities| This factor has not been without 
intliience ill determining the priorities given to alternative river-valley sche:mes 
by the Indian Govern.ment. ^ f Military considerations may dictate the location 
of installations i,mpO'rtant for national defe.nce in areas which cannot easily 
be attacked or overrun, by a potential, enemy. The Central Asiatic location 
of much Soviet industry waS' partly determined thus (although social and 
indeed strictly eco!iom,ic factors were not without 'impo.rtance); and it w^as 
.military persuasion that caused the Turkish Gove.m.m.ent to put its Iron and 
Steel Works in an econo,mically absurd g,eog.raphical place. Modern techni- 
ques of w^^arfare, however, have made such considerations less vital. 

40. Size is obviously of very great importance, fro,m the standpoint of 
management, in. so,me cases — although comparatively few' ones — it is 
fairly rigidly determined by technological considerations. Usually, 
there is plenty of room for choice. Often| a plant can be started on a com- 
paratively small scale and then gradually expanded by the addition of new 
units as demand for its products develops and as management acquires the 
capacity to cope wdth the problems of large-scale production. There is no 
readily-definable optimum size for any enterprise! and the economic opti- 
mum is not necessarily the managerial one. Cjiverf adequate decentralisation 
of the decision-taking process, so that no manager has an excessive span of 
control, and proper application of line-and-staff principles, size may be 
increased almost indefinitely. |But, strictly economic considerations apart, 
the disadvantage of a big organisation is that it complicates the problems of 
control and coordination. One therefore has to consider whether one has 
available a sufficient number of managers, adequately qualified and fkperienc- 
ed, to run smoothly and successfully an enterprise of the size contemplated. 
Such considerations are all too often neglected, ‘particularly in underdeveloped 
countries which are anxious, for prestige reasons, to “think big”. Sometimes 
it may be advisable, and possible, to start with a comparatively small-scale 
“pilot project”, through which an inexperienced management may learn 
from its not-too-expensive mistakes! The danger here, of which many 
examples might be given, is over-anxiety to embark on full-scale production 
before the necessary lessons have been thoroughly learnt. 

41. Layout is primarily a technical matter on which the present 
writer is not qualified to pontificate. There are, however, one or two 
human considerations which it may be worth while to underline, as the expert 
may easily forget them, in his enthusiasm for introducing the “best” practices 
from the more developed countries. Much depends on the kinds of skill 
available, and on the psychology of the labour force. As the Report of the 
Seminar held in Rangoon in 1954, states : 

“No hard and fast rules are desirable for the pattern of functional 
subdivision within an organisation. Although governed largely by 
logic, functional differences, space, machinery, or other mechanistic 
considerations, the major breakdowns in work must also be influenced 
by the skill, training, and versatility of the employees and of the key 
supervisory personnel available. It is very doubtful whether the high 
degree of specialisation found in some highly developed industrial and 
governmental units should be duplicated elsewhere. Division of work 
into narrow segments creates too much separatism, hinders co-opera- 
tive teamwork, and discourages the liberal shifting of personnel to meet 
changing workloads, thereby hampering the training and broadening 
of the experience needed to build up the full potentialities of the work- 
ing groups. The smaller an organisation, the greater the dangers of 
ovcrspecialisation”. {Some Problems in the Organisation and Adminis- 
tration of Public Enterprises in the Industrial Field, United Nations 
New York, 1954, p.48) 



The work of the layout expert can obviously make the , solution of thesg 
problems easier or more difficult. 

I Availability of Resources 

I 42. One ought to be able to assume that, in planning the establish- 
ment of a public enterprise, the government has ensured that it sliail be 
supplied, steadily and adequately, with the various materials and services 
that it needs. This is one of the most elementary requirements of balanced 
development. Unfortunately, it is not invariably met. Elsewhere (see 
I Public Enterprise in Nigeria: IL Development Corporations, in Public 
Administration, EonAon,No\. XXXVII, Spring, 1959.) I have given examples 
of public enterprises that have been started before their supplies of basic 
raw materials were properly secured. In one extreme case, a plantation fail- 
ed because not even adequate water supplies had been laid on. Power and 
transport are also likely to become bottlenecks, in the absence of proper 
preliminary planning. In many countries there is a tendency to allow the 
development of manufacturing enterprise to outstrip the capacity of the 
power and transport industries to provide for its needs. The. result is not 
only wasted resources but lowered morale. 

43. These are matters, it may be said, for the government rather than 
I for enterprise management; but this is not entirely true. Management, in 
I planning production policy, must have regard to current and potential avail- 
abilities, and must at least ensure that the organisations responsible for 
supplying it with goods and services are aware of its needs. All too often 
it happens that managers, taking a narrow or purely biireaucratic view of 
their responsibilities, rely passively on the readiness or capacity of outside 
organisations to make the necessary responses. 

44. Human availabilities may also be grievously miscalculated, or 
even not *riousiy calculated at all. There is a tendency to starve the essen- 
tial “personnel-forming” services. Education and training can always 
wait; steel mills and hydro-electric stations are “urgent”. Faced with the 
resultant personnel bottleneck, governments are often compelled to rethink 
their allocation of capital resources among what Professor Schultz calls the 
three “basic variables” : the^quaiitity of reproducible goods, the quality of 
people as productive agents, and the level of the prod'uctive arts, to make 
good the deficiences arising from their former comparative neglect of the last 
two. From the standpoint of the individual enterprise, the basic personnel 

I problem is the adaptation to the requirements of modern-type production of 
I people who are insufficiently skilled and psychologically unadjusted. Slack- 
I ness about timekeeping, reluctance to work at a steady pace, high rates of 
I absenteeism and failure to take care of tools are only some of the more 
^ obvious problems that confront management in this field. It is useless to 
wish that things were different, or to imagine that adaptation can be left 
! to the healing hand of time. The kind of labour available is a datum to 
I which the productive processes, as far as possible, have to be adjusted, for 
I the task of changing people’s attitudes apd developing their capacities is a 
I long and slow one. And what applies to labour also, mutatis mutandis, 

I applies to management itself; with the result that the enterprise may easily 
I find itself involved in a vicious circle. Just as productive processes must be 
adjusted to the characteristics of the labour force, so must managerial 
organisation be adjusted to those of the enterprise’s officers. In both, 
maximum simplification is watchward. At all levels, the responsibility 
, of the individual must be neither too wide nor too complicated. 

Factors arising froni the Structure of the Public Sector and its Relations 
with Higher Governmental Authorities 

1 ^ 45. In analyses of public enterprise, "^uch stress has been laid on the 

negal status of the undertaking, and on the provisions in its constituting 
I statute and in other laws which prescribe its relationships with the govern- 
mental authorities, f.e., the responsible minister, the Cabinet or President. 



the legislature, and. such specialised ‘"coiitror’ organisatiojis as- may have I 
been established, .Kliich ink has been spilt in atte.iTi.pting to answer the ques- 
tioii of w,hat is the right balance between public accountability and the 
m “autonomy” necessary , for business efficiency. There is no, point in going 

over this old ground. 0.n.e or two considerations, ■ howeve,r, .may peiiiaps ^ 
be usefully underlined. : 

46. , There is now abundant evidence "to show -that, whatever degree ; 
of autonomy the .■m.anagement of an enterprise ought to possess, it cannot be 
guaranteed simply by legal prescription. Whether it-is organised as a govern- 
ment dep.a.rtment or as a public corporation ■ or as a joint stock company : 
with ,tota.i or majority state partic,ipation, the measure of freedom whic.h an ; 
enterprise actually enjoys and the kinds of control to which it finds itself sub- | 
ject proceed from, the developm,ent of certain conventions and understandings i 
which grow up, so to speak, in the interstices of the law'-. For if an e,nter- ; 
prise, is (i)' dependent, directly on indirectly, on. the government for its capital : 
finance, (li) subject to directions in matters of policy from the minister or i 
cabinet and (Hi) governed by personnel appointed by a.nd dismissable by the^ 
central authorities, its autonomy is just as wide as politicians are prepred to Y 
allow it or as it is able to persuade them to grant. 

47. This does not mean, however, that the law is unimportant, parti- | 
cularly in countries where respect for law is well-established. For the law, i 
while unable to offer any guarantees against “political interference”, can do ; 
at least three important things: 

(i) By exempting the enterprise from the rules relating to finance 

and personnel applicable to ordinary government depart- 
ments, it can assist the enterprise to operate as a rationally- 
organised commercial concern; I 

(ii) By limiting the number of managerial decisions that require : 

to be submitted for approval to higher authority, it can ensure : 
that such ministerial intervention as occurs, outside these | 
matters, is deliberate and not merely automatic, and thereby ' 
encourage the management to accept responsibility and the | 
ininister to exercise self-restraint; ! 

(Hi) By indicating, in general terms, the type of relationship | 
between the enterprise and higher authorities that is consider- I 
ed desirable, it can promote the growth of appropriate conveii- | 
tions in this field, i 

48. Of all the enterprise’s relationships with the governement, | 
/The financial one is of key importance. In most cases, the government | 

is the source of the enterprise’s capital, and therefore has to decide, in con- } 
sultation with the management, how much it shall receive, when, and upon j 
what terms. In the last respect, practices vary very widely from country 
to country. Sometimes an enterprise is endowed with an outright and non- 
repayable grant, in which case any profit that it makes, after meeting its 
various commitments, or a proportion of such profit, is paid into the Trea- 
sury. This method is not substantially different from the provision of 
“equity” capital, which entitles the government to receive whatever dividend 
the management, with government approval, is able to declare. ^ Grants and 
equity investments may be combined with the making of loans, or alternative- 
ly loan-finance may be employed exclusively. Interest-rates and terms of 
repayment of loans need careful working out, particularly if it is expected | 
that the financial condition of the enterprise is likely to be shaky during the | 
period of its early growth. Frequently the government grants a morato- j 
rium oninterest-paymentsand repayments, or it may even completely exempt i 
the enterprise from such financial commitments for a period of years, I 
without any provision for proportionately higher payments subsequently, i 
in which case a portion of the loan is converted into a grant. Subsidies to : 
cover losses, or permission to capitalise losses, may also be given. Within | 
the scope of a short and general paper, such as this, it is impossible to ; 
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NOTES I discuss the advantages and disadvantages of the various methods of capital” 

■ “ ; financing, from the standpoint of management, liut there are several points 

I of basic importance that ought to 'be made, (i) Most new enterprises, if 
i loan -financed, will need some kind of relief in respect o.t their capital commit- 
I nients during their earlier 'years. (//) On the other hand,, /'easy money"’ 

; (and; a foniori, readily-given subsidies to cover losses) can have, an ■ extremely 
: demoralising effect. (Hi) The financing of enterprise via grants or equity 
.1 capita! can have deleterious results if, as a .result, the rewards of efficiency 
I ill the form of annual surpluses, bring no benefit to the enterprise, being 
|, entirely “mopped up” by the- Treasury, (iv) At the same time to permit 
I an enterprise to dispose of its profits with enti.re freedom, is incompatible 
! with sound economic planning- Clearly, there are a numbrer of contra- 
I dictory desiderata to be considered when deciding on the best method of 
I financing an enterprise. It is unfortunately necessary to add, in- view of 
I the practices in which some countries still indulge, that probably the very 
i worst method of providing finance is to allocate to the enterprise the product 
I of an “earmarked” tax, 

I 49. A government which provides money is obviously bound to be 
I concerned with the ways in which it is spent. At the very least, long-term 
^ development plans and proposals for major capital expenditure will require 
i its approval. In some cases, the government may insist on “vetting” the 
I enterprise’s annual budget (and may even be required by the law to do so). 

I If the enterprise budget is “annexed” to the government’s own budget, 

I it may attract a good deal of parliamentary attention, with the result that 
j there is something in the nature of a political crisis in the enterprise’s financial 
I affairs every’ year. This does not mean that annual governmental approval 
/ I for proposed expenditures is necessarily to be condemned; for such an occa- 
j sion may be used as a suitable “control point”. (Compare British with 
j American practice in this respect.) What is always deleterious is that the 
enterprise would be required to present highly-detailed estimates, and should 
be rigidly tied down to the resultant appropriations. Such inflexibility makes 
good, commercial-type management impossible. It is also harmful if annual 
budgeting compels the enterprise to think exclusively in “year-to-year” terms. 

I If it is to work efficiently as a commercial concern it will need to plan certain 
I types of outlay over a much longer period, and it needs the firmest guarantee 
I practicable that its long-term commitments, once approved, will be honour- 
I ed by the government, to the extent that the latter is responsible for finding 
I the funds. Perhaps it is hardly necessary to add that any kind of ''pre- 
I auditing”, such as may apply to the expenditures of government depart- 
i ments, is quite out of place for a commercial concern. 

' 50. It also almost goes without saying that accounting must be of the 

I commercial type, and that whatever auditing arrangements may be established 
I (whether through a Court of Accounts, an Auditor-General, a specialiy- 
i appointed public body, or a firm of ministerially-appointed or ministerially- 
approved private auditors) should follow the best commercial practices and 
/70/ the procedures applicable to the audit of ordinary departmental expendi- 
tures. In general, all types of financial control should be specificaily adapted 
to the needs of a management which is required to exercise initiative and dis- 
play flexibility. Attempts to “modify” normal departmental procedures are 
almost invariably unsuccessful, as the Ceylonese experience clearly illus- 
, tr^tos (Sqq Report of the Commission on Government Commercial Ufidertcfkings, 

I Sessional Paper X1X~-1953, Government Press, Colombo.) 

Personnel Management 

i 51. This is another subject on which the relations between govern- 
j nient and enterprise may be of the utmost importance and delicacy. Students 
' of public enterprise have often expressed the opinion that management should 
' have complete freedom to hire and fire, promote and demote, and establish 
grades and pay-scales; and in some countries their autonomy in these 
: respects is indeed very wide. In Britain, for instance, tke/Mffiister’s statu- 
; tory authority is limited to the approval of training programmes and employee 



welfare arrangements, and the legal obligations .on the enterprise are 00,0.11.0- ■ 'NOTES 
ed to the esrab!islirne,iit, of maclii,nery ..for collective .bargaining and joint i 
consultation, .Admittedly^ it is possible that the'. British minister may : 
exercise some ‘ii.ifor.m.ar’ authority in. personnel m.atters, but there. is littb , 
evidence that this ■actually occurs. ' Almost at the opposite' extreme— if : 
one confines the comparison to Co.m,monwealth countries — is Australia, ^ 
where '■'‘the statutes creating th,e post-war corporations... contain, a number 
of detailed provisions about staffing matters and display an increasing te,n,- 
' dency Co bring the methods of recruitment and conditions of employment in : 
ilie corporations more into line with those applying in the ordinary public 
service'". In some important cases, personnel regulations are subject to the ' 
approva,! of the Public Service Board, and appointments,- transfers and pro- 
motions of officers earning m,ore than, a prescribed salary are subject to ■ 
mi-iiisterial approval. [See T.H. Kewley : Commonwealth Enterprises^ 
in. Hanson (ed); Public Enterprise, 'L'LA.S., Brussels, 1955, pp.471-81.J ; 

The tendency, to “assimilate” employment cond.itions i'n public enterprises : 
to those in the ordinary government service exemplified perhaps most clearly 
, by the 'LJ.S.,A.'s “Ramspeck” Act of 1940, is a very widespread one and even 
where it is non-existent or weak, the demand that ail public enterprises sliould 
be subject to certain common standards, enforced by external authority, is 
strong. The reasons are to be found in (?) the prestige and security enjoyed 
by the civil service, in which public enterprise employees are anxious to 
share: (//) the view that wide dissimilarities of conditions in different sectors 
of government employment are “unfair” and difficult to justify; (iii) the : 
desire to limit competition for scarce personnel as between the civil service 
and the enterprises, and among the enterprises themselves; and (iv) fear of ■ 
corruption and nepotism in personnel practices if the enterprises are. “left ! 
to themselves”. To the extent that such considerations influence public ; 
opinion and government policy, management may find itself severely restrict- 
ed ill its efforts to provide the enterprise with a system of personnel manage- : 
meiit well adapted to its specific needs. In this respect, as in ail matters I 
concerning public enterprise, an attempt has to be made to find the best I 
/ balance between autonomy and control. A possible method is to establish I 
! a special “personnel commission” for public enterprises, to which each ! 
j enterprise has to submit for approval its own personnel regulations, if ^ 

; such a commission, consisting predominantly of persons with industrial 
I and commercial experience, uses its powers wisely, the resultant compromise : 

I between the public interest and the interests of the enterprise can work out j 
j very satisfactorily. Another line of advance, of considerable interest al- | 

I though not yet of proved value, is the formation of a national “[ndustrial j 

Management Service”, on the Indian pattern. ■ j , 

52. Of controls generally, it may be safely said that, if they are to be I 

of maximum utility from the government’s point of view no less than from I 
the management’s, they need to be of the broad “policy” kind and to be i 
concentrated on a comparatively few, well-defined “key points”. Over- 
detailed controls inevitably defeat their own objects. Not only do they ; 
inhibit the development among managers of a readiness to accept responsi- | 
bility and exercise initiative; they distract the minister’s attention from the j 
gemeral policy responsibilities that are rightly his, by cluttering up his desk J 
with, all kinds of matter^hat ought to have been decided, quickly and finally, ! 
at the enterprise leveli^The result is a slow-moving, bureaucratic set-up, I 
so frustrating to able managers that they sedulously avoid the public service | 
and seek their fortunes in the private sector. Public enterprise therefore 1 
recruits only the second- and third-best managerial personnel, and hence the | 
minister, having little confidence in its abilities, attempts to ensure that it | 
makes no serious mistakes by intensifying controls and taking more and more | 
decisions himself. Once this vicious circle has been created, to break it may i 
be an extremely difficult operation. - 1 

53. The legislature ‘sometimes makes the situation worse by i 
insisting 011 over-detailed ministerial responsibility. That this is the case in ! 
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NOTES 


India has ' been alleged by Mr. Paul ' Appleby. Of the Indian Parliament 
’ . he writes : . 

: “Its reluctance to delegate its power in detail, as it is essential to do if 
Parliamentary powers are to be important and positive, discourages 
Ministers from delegating their powers, discourages secretaries from 
delegating their powers, and Managing Directors from delegating 
their powers.” 

(Re-examination of India'' s Administrative System with special reference 
to Administration of Governmenfs Industrial and Commercial Enter- 
prises, Cabinet Secretariat, New Delhi, 1956, p. 45) 

Whether Mr. Appleby is right in making Parliament the ultimate source 
of administrative over-centralisation is debatable. A more recent writer 
has suggested that the cause of much of the trouble is to be found elsewhere 
(see Michael Brecher : Nehru, a Political Biography, Oxford, 1959, pp.622-3.) 
In most cases, it is probable that parliamentary suspicion of governmental 
agencies merely reinforces an already-existing trend. It is possible, too, 
that the unusually intense suspicion that is sometimes reserved for public 
I enterprises is due to ill-advised attempts to shield them from legitimate par- 
i liamentary inquiry, such as appear to have been made in respect of some of the 
I Indian enterprises of the “joint-stock” type. (See, for instance, Lok Sabha 
\ Debates, December 10th, 1953, col. 1918.) However, one may readily agree 
I that a legislature is behaving foolishly if, simultaneously, it attempts to en- 
force detailed ministerial responsibility for the affairs of an enterprise and 
criticises that enterprise’s management for displaying insufficient initiative. 

^ Other Relationships 

I 54. The public sector, in a mixed economy, cannot live a self-sufficient 
life. Necessarily, a public enterprise develops a series of complex relation- 
ships with concerns in the private sector which function as its suppliers and 
customers, and sometimes as its competitors. In so far as the whole economy 
is working to a national plan, the broad character of such relationships is 
primarily a governmental responsibility. In their details, they are subject to 
normal commercial criteria. Their smooth functioning, however, may be 
greatly facilitated by some organised provision for mutual consultation 
between the two sectors, particularly as, if left to themselves, these are likely 
to regard each other as rivals or even as enemies rather than as collaborators. 
One method, which by no means meets with everyone’s approval, is to appoint 
a number of prominent private industrialists as part-time members of the 
boards of public enterprises. Another is to frame personnel regulations 
(particulars as regards superannuation rights) in such a way as to facilitate 
the free interchange of officers and other employees between public enter- 
prises and private ones. A third is to bring together public and private 
enterprise managers in courses of study provided by Institutes of Business 
Administration and Administrative Staff Colleges. (The experience of the 
British and Indian Administrative Staff Colleges is well worth examination 
from this point of view.) Understanding may also be increased if represent- 
atives of the two kinds of management sit side by si4e on the various advisory 
committees attached to the economic ministries, or oil bodies established to 
conduct collective bargaining with the trade unions on a national scale. These 
I devices will not eliminate tension between the two sectors. In a mixed 
economy, some tension of that kind is inevit^^^ If it stimulates a liealthy 
emulation, it may even be desirable. The task, therefore, is to keep it within 
bounds, by not allowing it to extend to fields where it can only do harm to 
I the national economy. 

I O 55. With other public enterprises, closer forms of co-operation are 
usually possible. In so far as several different enterprises are responsible 
to the same minister, and to the extent that machinery for inter-ministerial 
and inter-departmental consultation has been developed, such co-operation 
I begins at the highest level. A somewhat controversial question is the extent 
I to which the boards of enterprises should be used as theatres for 
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iiiter.departm.e,n.ta! and inter-enterprise discussion and compromise. The answer ' NOTES 
largely depends on the general role for which the board, is cast in the public 
enterprise scene.' Mr. Appleby, who believes that boards should not'atteinpt 
to iiiimerse themselves in management, and should be of an advisory 'rather : 
than, of an executive character, in fact if not in law, regards them as ‘■'organs , 
of govemmeiitai coordination’', whose members should be “deiinitely : 
empowered to speak for their respective ministries- and capable of judging : 
which matters should, in spite of aelegation, ,be referred, to higher .authority’h ; 

Coiisequeiitly, he suggests that a board should consist, apart - from the : 

General Manager of the enterprise, of high officials of other enterprises and 
of ministries with '‘related, supervising and co-ordinating interests/' 

(Op. cit., pp. 54-5).' From the standpoint of most British students of public 
enterprise, this, view is liighiy unorthodox. Nevegheless, it demands very- ; 
careful consideration, for the needs of the less developed countries, in this 
respect as in others, are liable to be very different from those of the more ■ 
developed ones. 

„56. The question of how far, if at' ail, competition between public ; 
enterprises is desirable is a much less important one in Asia and the Far East i 
than it is in. Europe and America. Current British discussions, for instance, 
about price and service competition between nationalised gas and nationalised i 
electricity are not likely to evoke miich interest. More interesting, perhaps, 
is the possibility of effecting economies through joint provision of common 
services.. This has been extensively discussed in Britain in connection with i 
gas and electricity meter reading, and recently the Select Committee on | 

Nationalised Industries has examined the question of how far the workshop | 
and certain other services of the two aircraft corporations might be 
amalgamated. ! 

57. Relations between the enterprise and the public are of vital : 
importance for managerial and employee morale. Strictly speaking, one | 
ought to distinguish between enterprise relations with the pubjic (Le.^ the | 
general body of citizens) and with its public (i.e. those who are consumers | 
of its products and services). Neither, however, ‘is primarily a matter for | 

“public relations” in the narrower and more technical meaning of -the term: I 
for ultimately — and quite rigiitly^ — an enterprise will be judged by the i 
efficiency of its performance, as measured by the quantity, quality and price | 
of what it produces. But efforts to project itself, to create a favourable I 

. public image, are by no means to be despised, except when they take the form ! 
of the production and distribution of those glossy and misleading brochures | 
that find their way so readily to our wastepaper baskets. Godd and honest i 
publicity can do much to clear up misapprehensions, which are liable to be j 
very widespread and frustrating to management when the enterprise is work- j 
ing under conditions which do not permit it to give the public all that the I 
latter thinks it has a right to expect. Much depends on the attitudes of those ; 
officers who have frequent contact with consumers and are given initial I 
responsibility for answering their complaints. Machinery for dealing with i 
complaints and suggestions expeditiously is particularly important, and when | 
a complaint has to be left unsatisfied or a suggestion unfulfilled a clear, j 
courteous and— as far as possible — full explanation should be given. 

58. To what extent should consumers be provided with organised j 
opportunities to influence the policy of the enterprise’s management? The | 
demand for consumer representation, as an alternative to the consumer ; 
preference which can be exercised .when there is more-or-less free competi- | 
tion, becomes vocal to the extent that the enterprise enjoys a monopoly in its j 
particular field. In Britain, the device of the Consumer’s Cgnsultative I 
Council (with advisory powers only) has been used. In France, the con- 'i 
sumer has been given representation on the boards of the enterprises. ; 

Neither has been particularly successful or has stimulated widespread imita- 
tion. The consumer representatives in France have been unable to exercise 
much influence, while in Britain the dissatisfied consumer rarely attempts to 
enlist the services of the appropriate Council on his behalf. After failing to 
get satisfaction from the appropriate level of management, he is much more 
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I likely to write to his Member of Parliament, who thereupon gets in touch with 
^ the enterprise concerned or possibly asks a Question in the House. In this 
i the consumer is probably right, for in a democracy parliament is the ultimate, 

I and most powerful, safeguard for ‘‘consumer sovereignty”, as far as public 
I enterprises are concerned. The difficulty, of course, ^ is that for too many 
I complaints may be funnelled through the narrow parliamentary bottleneck. 

I In theory, therefore, organised consumer representation of a more direct kind, 

I and at a lower level, is very desirable. The unsolved problem is how best to 
I ' provide for it. 

I 59. The sharpest impact made by a public enterprise on the con- 
I sumer is through its distribution and sales organisation and through \t^ price 
1 policyK The first is highly-specialised matter of which we shall say nothing, 

I apart from noting a frequent tendency to neglect it, under the mistaken im- 
I pression that if production is satisfactory, distribution may be more-or-less 
I left to take care of itself. Some of the factors affecting the price of a product 
I or service have already been noted, and we shall here confine ourselves to 
i a brief consideration of how far an enterprise can be permitted to act freely 
I in this vital matter. Clearly, if competitive conditions prevail, the case for 
I such freedom will be a strong one. There would be no point, for instance, 

I in the French Government’s attempting to control the prices of Renault 
j cars; and the Select Committee on Nationalised Industries in Britain has 
j recently suggested, that, in view of the fact that British European Airways 
I is in competition with other forms of transport on domestic routes, the Minis- 
I ter’s control of the fares that it charges for internal flights (which, in any case, 

I is non-statutory) might be abolished {op, cit. p. xxv). To the degree that 
I an enterprise has a monopoly, however, and to the extent that its operations 
I have an importance that extends to the whole national economy, the case 
for control is strengthened. In many cases, it has proved necessary—rand 
indeed inevitable — in spite of the fact that it is not provided for by law. The 
British coal industry, by law, is free to charge what prices it likes, so long as 
I it attempts to perform its statutory duty of breaking even, “taking one year 
with another”. In fact, by a so-called “gentlemen’s agreement”, it submits 
proposed price changes to the Minister of Power, and cannot give effect to 
them until it has obtained his approval. Whereas it has been suggested 
that this informality is quite wrong, no one has seriously proposed that the 
Coal Board should be entirely freed from such control; for the price of coal 
I is too important a factor in the national economy to be left to the unfettered 
I discretion of a public enterprise. 

I 60. In an underdeveloped economy, which is attempting to reach 
I higher levels through the agency of a national plan, such price control may 
I have an even more signi&ant role to play. The danger, of course, is 
I that price decisions may be taken in the dark, without sufficient expert advice 
I and preliminary consultation with all concerned (including the enterprise 
j itself), or that price policies may become the sport of political pressure- 
I groups. There is no guarantee against this sort of nonsense, apart from 
I intelligent politicians with honest policies. Nevertheless, the likelihood that 
; decisions will be sensible and well-informed may be increased by the esta- 
blishment of advisory organs, expertly staffed, and by a statutory require- 
' ment that the minister should consider their recommendations and, if he 
! decides to modify or reject them, publicly explain his reasons for doing so. 

I In some cases, it may be considered desirable to set up a Price Tribimal. 

I But it should always be remembered that in price-fixing one cannot have re- 
I gard solely to the maintenance of a “j ust balance” between the respective 
demands of producer and consumer. Considerations of national economic 
policy have to come first. It was ostensibly for this reason that the South 
, African Minister of Railways refused to establish a Rates Tribunal, which 
; had been recommended to him on the grounds that “the determination of 
rates is a technical function which requires the continuous application of 
expert knowledge and experience” and should therefore be assigned to ”inde- 
pendent experts who are not subject to political or sectional pressure”. His 
view was that “it would be fatal if the railways structure were to be tampered 



NOTES 


with by a body halving, no responsibility for railway -reven'ue'h (See Hanson: ,, 
op. cii. p. 385.) What the Minister failed to make clear— and wliat raa'kes , 
one suspicious of his motives in rejecting this advice— was that these objec- : 
lions would o.ot apply to a Tribuiial with advisory functions only, in: 
dealing uith a public enterprise of any kind, the minister is always in need i 
of as much expert advice as lie can muster. Never is he in more urgent . 
need of it than when he is concering himself with the important and delicate ; 
question of prices. . 

B. INTERNAL ORGANISATION 

61. To a large measure, an enterprise’s performance will depend 

on the quality of its top-level organisation. In most of the enterprises ^ 
with which we are concerned, supreme authority (within the limits set by law : 
and ministerial directive) is vested in a Board. There is no reason why this | 
should be so. One-man. m is equally feasible, and some consider ^ 

it preferable. In the Onited States, ^fof1h?tai!ce7 the ‘"Hoover” Commission | 
expressed the view that there should be no corporate body Occupying a i 
position in the chain of command between the head of the responsible govern- i 
ment department and the enterprise’s executive management, and that a I 
Board, if appointed, should have a purely advisory role. It will often be I 
found, moreover, particularly in underdeveloped countries, that Boards I 
which have been legally invested with executive authority are in fact almost j 
entirely advisory in character. Defenders of the “board” form of top-level i 
organisation, however, have presented a strong case. Professor Marshal | 
Dimock, for instance, holds that 

“there is an important area of sub-policy and decision-making | 
midway between the over-all action of Congress and the point where the | 
administrator takes up. It is this area that a representative and re- | 
sourceful board of directors must occupy if government corporations i 
are to operate with efficiency and accountability”. 

The responsibilities of such a board are, he considers (/) sub-policy -making; i 
(ii) checking the internal budgetary programme; (Hi) studying organisational I 
questions; (iv) making strategic executive appointments; (v) controlling ■ 
financial methods and reporting and (vi) conducting public relations. It i 
is concerned, in short, not with detailed administration but with “policy and ! 
checking on results”. (See American Political Science Review^ Vol. XLIIl, i 
No. 5, October, 1949.) How far a board is necessary for these purposes is i 
disputable, but if there is to be one its role can hardly be other than that I 
which Professor Dimock has defined, unless it is to become a nuisance 
rather than an aid to management. In any case/the Board has become so | 
widely accepted an institution that— as Mr. Appleby, whose views coincide | 
with those of the Hoover Commission, has recognised — the question 
of abolishing it is hardly one of practical politics. Discussion can therefore ^ 
concentrate on how best it may be composed and used. 

62. Two extremes of board organisation are open to adoption ; : 
the “functional” and the “policy”. In the first, the Board consists exclusively I 
of the enterprise’s senior executive officials, meeting under the chairmanship I 
of the General Manager. In the second, it consists, apart from — possibly — I 
the Genera] Manager (who may or may not be Chairman) of “outsiders”, 
drawn from the public service, from industry, and from the professions, most 
of wliom will be “part-timers”. Between these two extremes, neither of 
which is often adopted in its “pure” form, a whole series of compromises 
is possible. The argument between the respective advocates of the “function- 
al” board and the “policy” board continues. It cannot be finally settled, 
because enterprises differ so widely in their purposes and characteristics ' 
and in the external influences to which they are subjected. I have given ; 
elsewhere, however, what seem to me cogent reasons for prefering the 
“policy” type of board for enterprises in underdeveloped countries. (See 
Fiiblic Enterprise and Economic Development^ pp. 403-10.) Briefly, they 
are (/) that the “functional” board tends to lack the necessary prestige; ; 
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I (U) that it tends to bring disputes between senior managers into the govern- 
; in.g body of the enterprise, where they are all too ofteii^ settled by a process 
I of bargaining; and {Ui) that for this and other reasoiis'it is often incompatible 
! with strong and decisive executive leadership. The ‘‘’policy” board can 
take a broader view, is less likely to interfere in matters of managerial detail, 

: can place the implementation of its policy decisions where it belongs — in the 
hands of the General Manager, and bring more objective criteria to bear 
; upon executive performance. As we have seen, if it consists predominantly 
I of representatives of government departments, of other enterprises, and of 
i private industry, as will normally be the case, it can also function as a means 
I of keeping the enterprise’s policy in line with the requirements of broad eco- 
I nomic strategy. 

I 63. A hotly disputed question is whether representatives of the enter- 
i prise’s labour force should have places on such a board. No country apart 
I from Yugoslavia has adopted the pattern of “workers’ self-government”, 
and none of the ECAFE countries are likely to do so in the near future— 
although they would be well advised to study the interesting Yugoslav experi- 
ment with care and sympathy. In many enterprises throughout the world, 

I however, the trade unions catering for the different grades and categories 
I of workers are provided with one or two board seats. Opinions as to the 
I value of such an arrangement differ widely. In Germany, workers’ repre- 
I sentation, both in public and private industry, is now accepted by most sec- 
I lions of opinion. In Great Britain, on the other hand, only a minority, 

; even among trade unionists, is in favour of it. In France, the system of 
I “tripartite” boards, which was introduced mainly to satisfy the demands of 
I a syndicalist-minded General Confederation of Labour, has not worked very 
well. The danger, clearly, is that management will regard the workers’ 
representatives as “ ^cond class’ members of the Board, while the latter 
will find themselves perpetually embarrassed by a division of loya lties. A 
high level of mutual understanding can circumvent these difficurties, but this 
requires that both managers and trade unionists should possess a maturity 
which, in an underdeveloped country, is only rarely theirs. Hence it is 
not surprising that India, for instance, while not rejecting workers’ represent- 
ation in principle and looking forward to increased trade union participation 
in industrial management, has decided for the present to follow the British 
rather than the French or German pattern for the constitution of its boards. 
(See Second Five Year Plan, pp. 572-777; Report of the Study Group on 
i Worker Participation in Management, New Delhi, 1957.) 

64. Various types of relationship between Board and General 
Manager are possible. In some cases, he is not even a member of the Board, 
j but merely attends its meetings, when required to do so, to give advice and 
, to report on his stewardship. This is usually an unsatisfactory arrange- 
i ment, and is not to be recommended. A General Manager, being the l^y 
man in the organisation, ought to have board membership, and there is a 
very strong case for giving him the chairmanship. If the chairmanship and 
the general managership are occupied by different persons, fruitless and energy- 
; consuming conflicts can easily develop between them, unless their personaliti- 
es and policies happen to be particularly well attuned. It is also very 
important, particularly in a new organisation, that the prestige and authority 
of the General Manager should be enhanced in every possible way. The 
worst possible situation is one in which the Board is constaiitly looking 
over the General Manager’s shoulder, and attempting to concern itself with 
matters of day-to-day administration which ought to be his exclusive respon- 
sibility. I have encountered several examples of this situation, and the 
results are invariably unfortunate. It is most likely to arise when the Board 
(/) has frequent meetings and {ii) devides itself up to a large number of com- 
mittees for the supervision of particular aspects of the enterprise’s'’ work. 
Full board meetings more frequently than at quarterly intervals require very 
special justification, and if the board decides to give itself a committee 
: structure, it should do so on the basis of the broadest possible allocation of 
i responsibilities. 
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65. On structural organisation below the Board level, it is very diffi- 

cult to generalise,, as each enterprise will have its own distinctive needs and 
problems, ' There are, of course, certain principles, ■such as ‘""line, and staff’' , 
and “span of controFc which apply to all enterprises above a certain size: : 
but these have. been written about so extensively that it would be otiose 
to attempt to 'siirniiiarise them, here, aithough it may- be worth while to call ; 
attention to an unusually perceptive but not sufficiently well-known discussion ; 
of them, in Part IV of Professor P. Sargant Florence’s “The Logic of British I 
and American Industry” (Lo,ii„don, 1953). The difficulty is not to grasp such ; 
principles but to apply them in concrete situations. ‘ ; 

66. Two of the m.ost troublesome problems, particularly for those i 

with limited experience of industrial m.anagement, are co-ordination and j 
delegation. -Both are exacerbated as the organisation increases in size. The | 
bigger the organisation, the more specialised do managerial functions become ; 
and the more numerous are the “levels” in the line of com.mand. The more : 
difficult, therefore, is the task of ensuring ■that everyone knows what' everyone ' 
■else is doing and that all are working to a common policy. ^ - ■ 

67. Coordination demands, not merely that the various types of exe- 
cutive on the same level and at different levels are pulling together, and not 
in different directions, but also that the right kind of specialist advice is both ; 
available and received before managerial decisions are taken. There is no ^ 
recipe for the achievement of these desiderata. Sometimes excessive faith j 
is placed in a network of committees, or in the calling of periodical con- I 
ferences. When these devices yield insufficiently satisfactory resultl — as is i 
often the case — the General Manager sometimes decides to go to the opposite | 
extreme, sitting at his desk, issuing orders without consulting anyone, and | 
endeavouring to secure co-ordination by insisting that all but the most I 
routine matters are brought before him. The results of this are usually I 
even worse. The machine becomes clogged; subordinate managers, deprived I 
of any real responsibility, cease to exercise authority and experience a lower- | 
ing of morale; and the General Manager, overwhelmed with a mass of detail, | 
ail of it “urgent”, has no time for making those broad strategic decisions I 
which are the essential basis of effective coordination. Oscillations between ; 
these two extremes are the product of a pmtiy formalistic approach to co- I 
ordination. Good committee work and good discipline are equally neces- | 
sary, but neither can replace what F.C. Hooper calls “keeping touch”. 

“Paper contact”, he writes, “is no substitute for personal contact. 
Nor can the latter be regarded as adequately secured by periodic round- 
table conferences. A head of a great business will commonly make a 
practice of seeing every one of his principal departmental heads, 
perhaps numbering 200 or 300, man to man at least twice a year, and 
many of them far oftener. At these meetings, which will be private 
and personal, the whole resiilts of the subordinate’s activities will be 
'on the table’ with the fullest opportunity to discuss in principle and in 
detail. Similarly, a director, or departmental head, will spend the 
minimum time possible at his office desk, and as much as possible in 
the department, the factory, or the branches... The initiative in 
keeping touch should come from the top. It is the head who should 
seek the subordinate and not the subordinate who should be left to 
seek out the head, for in practice he will seldom do so”. 

{Management in the Public Services^ in Public Administration^ London, 

, Vol. XXVI, No. 4, Winter, 1948) 

68. As for delegation, this is the very essence of the line and staff 
concept. Only by a clearly defined and adequate scheme of delegation can 
top management free itself for the essential duties of policy formation and 
overall control. Only thus can subordinates enjoy an authority commen- 
surate with their responsibilities, become genuine leaders within their spheres 
of jurisdiction, and gain the experience necessary for promotion to higher 
and more responsible posts. Yet at the same time control must be maintain- 
ed. It is never safe to delegate a function and then forget all about it. 





NOTES ' ; Periodically, the subordinate must have his performance checked: and be 

i held to account. To build into the system adequate checks, yet at the same 
Ltime to avoid excessive ■ interference ■ with the perfoimance of delegated 
: functions, is not easy. It is perhaps particularly difficult in a country where 
i excessive governmental centralisation tends to be reproduced in public 
: eiiterprisesr and where managers, both top-level and subordinate, are in- 
I experienced .and nervous. A General Manager who finds himself , minutely 
: accountable to higher authority will naturally be hesitant about allowing his 
i subo.rdinates a greater freedom than he himself enjoys, especially if lie has 
! doubts about their capacities and powers of judgement. Yet a bold scheme 
I of delegation is vital if the clogging of the managerial machine is to be avoid- 
; ed, and if subordinates are to learn — as, in the last resort, they only can 
learn— by making and taking responsibility for their own mistakes. 

69. The structural implications of all this are that organisation 
needs to be adapted to the qualities and capacities of the personnel available. 
In ail cases, the maximum simplicity is desirable through avoidance of exces- 
^ sive spans of control, of long lines of command, of too much specialisation 
I in the managerial function. These desiderata may be hard to reconcile, for, 
i in an organisation of given size, the shorter the span of control the longer 
will be the line of command, and the smaller the degree of specialisation the 
I wider will be the span of control. In all respects, however, the large enterprise 
i will offer more difficult problems to inexperienced management than the 
I small one. The conclusion is obvious. “Thinking big” may easily defeat 
I its own object. Both the size and the complexity of the organisation must 
I be adjusted, as far as possible, to the kind and quality of managerial talent 
upon which the enterprise can draw. 

Procedural and Supervisory 

\ 

\ 70. The more general things that need to be said under this heading 

I have already been said; for structure is intended to embody, or facilitate"”, 

1 certain kinds of supervisory procedures, and is therefore hardly meaningful 
I apart from them. A few further comments, dhected to the avoidance of 
j various common faults, will not,- however, be out of place. 

71. The function of management is all too frequently conceived 
simply as the making of decisions which, expressed in the form of orders, 
are communicated, verbally or documentarily, to subordinates who are 
expected to obey them without question or comment. There is no doubt, 
of course, that this kind of management will work— but it rarely works well. 
For the essence of good management is leadership, and leadership is a matter, 

I not merely of issuing orders, but of convincing those to whom they are issued 
that on the basis of their own experience the orders are the right ones. 
Obedience then becomes both willing and informed, and it will be ail the 
more so to the extent that the recipients of the orders have participated in 
I their forumulation. When this happens, it becomes less and less necessary 
i to think in terms of “orders” at all. In a sense, the “government of persons” 

I is replaced by the “administration of things”. This, of course, is an un- 
attainable ideal, but nevertheless one towards which progressive management 
should always be working. The writings of Mary Parker Follett on this 
subject are of great interest, and may be commended to participants in this 
Seminar. 

72. Even if we continue to think in terms of a flow of orders down- 
I wards, we must remember that these are unlikely to be good orders unless 

i there is an equally vigorous flow of information and suggestion Mpu-ar*. 

! Management in a state of splendid isolation can achieve little. Subordi- 
i nates must not merely be allowed but positively encouraged to be cons- 
I tnictively critical. If they disagree with the way in which something is 
j being done, they must have opportunities to say so to their superiors, and 
j if possible to suggest a better way. Otherwise, they will simply grumble 
i unconstructively among themselves. Yet this freedom of criticism"^ has to 
I be combined with firm discipline. Perhaps the conceptian of “democratic 
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ceEtralism^', originated but by no means consistently practised' by the 
Russians, is the riglit one for a public enterprise — the maximum, amount of ^ 
discussion about what siiou.ld be done plus the maximum discipline in the ■ 
doing of it. But this, again,^ is not an ideal that is easy to realise. What 
enterprises in iinderdeveioped countries would seem most urgently to need' : 
is a new conception of the role which a “subordinate”- should play. All : 
too frequently,' in t,he civil, services of those countries, he is regarded as ' 
the' passive recipient of directives, to be judged by his ‘^‘correctness” in ■ 
carrying them out. He is not expected to show init,iative, and. advice ', 
fro'm liim. is ofte,ii, considered as app,roachin,g impertinence. Of the Turkis'h, ■ 
civil service, I have written: 

“The young man is not usually expected to think critically 
about his country’s administrative system or to develop ideas for its 
improvement. Superiors do not normally expect suggestions from . 
him, and are liable to resent tlie-m, as implied criticism, if they are . 
iiiade”. {Universities Quarterly, London, Autumn, 1955). 

In India, 'w,rites 'Mr. A.D. Gorwala, ,many Ministers “de,finitely do^not want :' 
i„ndepende,iit, advice”, while others “say they want it but react to it in. such i 
a way that it is quite clear that they dislike it”. {Report on Public Admi- 
nistration, New Delhi, 1951, pp. 44-5) Such attitudes are ininiical to 
efficiency in the civil service; they are even more iiiimicai to it in the 
comparatively new and experimental field of public enterprise. So is the 
widespread habit of regarding a subordinate as a potentially indisciplined | 
creature who has to be “watched” in the manner of a warder watching a | 
prisoner. The job of the superior is not that of periodically ‘'‘catching I 
out” the subordinate, but that of helping him to achieve higher standards i 
of efficiency. This can only be done if the subordinate regards himself L 
as free to bring his problems and suggestions to his superior’s notice, and I 
is assured of a sympathetic and constructive response from the latter. 

73. What we are emphasising, in short, is the importance of com- 

munications, upwards, downwards and sideways. Good and flexible 
communications not only facilitate the widest possible participation in policy 
formation; they ensure that all concerned know w^hat the enterprise is 
trying to do and enable each individual to see why he is performing a | 
particular job in a particular way. I 

“All too often”, writes a former Staff Director of the British | 
National Coal Board, “one finds people filling up forms that they ' 
do not really understand and sending them on to other people — 
having no idea of what those people are doing with them. If 
that is happening, the management are failing because a man can 
never do a job very well if he does not know why he is doing 
it”. (J.V. Wood; A Modern Approach to Management, in Public I 
Administration, London, Vol. XXXV, Autumn, 1957) | 

74. At no time are communications more vital than when the | 
enterprise is engaged in a revision of its operating procedures. Initially, | 
ill a new enterprise, procedures have to be based on those found successful I 
in analogous, functioning enterprises, modified in such ways as the General | 
Manager, in consultation with his senior officials, considers appropriate. | 
Such procedures, however, are necessarily experimental, and will need to be | 
amended from time to time as experience shows up their deficiencies. When 
such a time arrives, it is most important (/) that the views and suggestions 
of all those involved in working the procedures should be heard and consider- 
ed; (n) that there should be a systematic investigation, to discover why, 
and in what respects, the existing procedures are unsatisfactory, and in 
what ways they may be improved; {in) that when the new procedures are 
introduced, the changes made, the reasons for them, and the effects that 
they will have on the individual’s job and on his relationships with other 
people in the organisation, should all be clearly explained. 

75. Minor changes in procedure will of course, be made quite fre- 
quently, and personnel will rarely find serious difficulty in adjusting | 
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NOTES ■ , j themselves to them. Major changes, however, should take place as seldom as . 

I possible. If they are frequent, a sense of insecurity is created and the work 
; of the enterprise is- thrown into confusion. Familiar routines, so often 
! abused, are essential to the smooth running of any organisation, and even 
: a bad routine, if understood, is better than perpetual^ change. Many are the 
I examples, particularly from underdeveloped countries, of enterprises that 
' are '‘reorganised” so often that the personnel, to use a colloquialism, do 
I not' know whether they are coming or going. It may happen, of course, 

^ that an enterprise has reached such a degree of decrepitude that only the 
: shock treatment of radical reorganisation can do it any good. In such a 
; case, it will be necessary to replace, not merely the procedures, but at 
i least the greater part of the senior management. More usually, it is advis- 
j able to introduce important changes gradually, bit by bit, so that their 
I temporarily disruptive effects are limited in their impact. Advice, some- 
^ times given by foreign ''experts”, that a wholesale, radical, top-to-bottom 
reorganisation is necessary must often be taken with a pinch of salt. The 
so-called ideal may be clearly envisaged, but it cannot be "introduced” at 
one feli swoop. The problem is to discover where to begin, and then, to 
! use the expression of two Swiss management engineers, to build a series of 
"bridges” between the old and the new, and to give the people concerned 
I the maximum help, by way of precept and example, in traversing what 
; may be to them a perilous path. 

76. One further problem of internal procedure deserves special men- 
! tion: the use of agencies. The meaning of "staff” should perhaps 
I first be defined, as it is often misunderstood. As distinct from a "line” 

I agency, which has operational responsibilities, a staff agency is primarily 
I concerned, as Mooney and Reiley say, with information, advice and 
t facilitation. 

I "Thus the general managing director may have a staff that 

I advises him as to the design of product, and the methods of 

I producing it, by undertaking research, planning, costing and 

statistical control. . . In the second rank, the sales manager may 
be advised as to advertising methods, or price and outpiit/policy, 
by a staff specialising in market research, and the labour 
manager may be advised as to the selection of labour by a 
psychologist, and as to piece rates by a time-and-motion 
expert. In the third rank there may be a staff for market 
1 research attached to each sales supervisor and this local staff may 

be advised by the central market research staff. It is to be 
noticed that none of these staff officers are part of the hierarchical 
backbone formed by the managing director and his subordinates 
and foremen, nor part of the functional division of powers seen 
in the division between sales, works, and labour managers. The 
I staff are specialists in research, planning and checking of results, 

I in which much statistical control and paper work may be involved; 

but they do not directly command on their own authority”. 
(P. Sargant Florence: The Logic of British and American 
Industry^ p. 158) 

77. Certain British enterprises — ^and particularly nationalised indus- 
tries— have been criticised for multiplying "staff” functions unnecessarily, 
and it is well-known that staff officers sometimes display a tendency to 
"empire-build”, unless checked. In underdeveloped countries, however, it 
is more usual to find that staff functions are denuded of both personnel 

1 and prestige. An apposite example is provided by the Philippines’ Govern- 
ment Survey and Reorganisation Commission Report on the national 
Power Corporation (Manila, 1956). The Commission found that such 
assistance as the General Manager of the Corporation had on personnel 
questions came from "a clerk in the Clerical and Records Division”, who 
also acted as his secretary. Eighty per cent of her time was devoted to 
the recording of leaves and absences. The same enterprise was criticised 
for its neglect of the accounting function. Its accounting staff had increased 
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by only two em.pioyees since 1952, although the volume of its transactions i 
since that date had trebled. As a .result, the. accounts were three mo.nths I 

behind. i 

78. Even when adequate staff agencies have been created, t.hey are i 
not always properly used: If a staff agency is not regularly consulted by I 
iiia.iiageiiieiit, and its adv.ice iiorinally accepted, it becomes a useless, para- | 
sitic bi!.rde.ii o,n the eoterprise. Conscious of this, it will soinetimcs j 
attempt to ‘justify” itself by infiltrating into the line of command, invari- | 
ably witli unfortunate results. Another possibility, by no means unknown, 
is tliat the iiianage.r, ' ignorant of the purposes for which a staff agency | 
exists, attempts to deligate to it responsibilities that ought to be his. The ' 
result, of this may, in practice, be the same as that of "‘infiLitratioff’, viz. j 
the replacement of one line of command for a particular managerial | 
function by several uncoordinated and even rival parallel ones. This does I 
not mean to say that a manager must never give a staff agency the power I 
to issue orders; for division between line and staff cannot, in practice,. be I 
as rigid as that. It does mean, however, that whatever orders a staff j 
agency issues must be within, clearly-defined policy limits and under the | 
manager’s express authority.' The main desiderata Mt that a staff agency ; 
should possess suffi.cient prestige and expertise to gain, the ear of manage- ; 
ment, should be informed of ail policy issues in respect of ’^4iich its | 
'fiiiformation, advice and facilitation” a.re needed, should be given clear ; 
assignments wh.ich are relevant to the needs of the enterprise, and should ^ 
be “indoctrinated” in the general strategy that' the enterprise is pursuing, : 
If these are realised, it can relieve the manager to whom it is attached of | 
a burden of, thinking and research far too heavy lor one man to carry. 
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19, As we have al, ready indicated, “structure”, “procedure” and 
“personnel” are interdependent. Much that has already been said might 
have been put under the “pprspnnei” heading. It remains, not to attempt 
to summarise the doctrines preached by the many excellent modern text- 
books of personnel management, but to draw attention to certain problems 
of personnel which are particularly acute in the public enterprises of the 
less developed countries. In passing, however, it may be worth while to 

remind Seminar participants that ideas about personnel management have 

undergone a long and fruitful evolution since™ their''" mide''''''^Ta^^ 

beginnjngs early in this century. 'Personnel management,, may ,,novv be 

regarded as one of the applied behaviouraT sciences, as a result of the 
seminal work of writers such as Elton Mayo, 'Chester Barnard, Mary 
Parker Follett and many others. It treats_.,the “executw^ the “supervisor” 
or the “worker” not as a cog in a machine, but as a man, with hopes, 
fears, ambitions, frustrations, etc., and a desire to obtain from his^working 
relationships certain satisfactions {i.e, status, ""p'festige'a'ncl membership of 
a coopefaht group) the denial of which reduces not .only his individual 
happiness but his capacity to devote his abilities to the achievement of 
the enterprise’s... objectives. As this modern ‘ attitude ' towards ' personnel 
management is not yet universal even in the developed countries, to draw 
attention to it may be worth while. Together with other up-to-date 
managerial doctrines, it is perhaps most clearly and cogently expressed in 
Simon, Smithburg and Thompson’s book, “Public Administration”. 

I 80. For managers of enterprises in the less developed countries, one 
^of the biggest headaches is the adaptation of the labour force to the re- 
iquireraents of modern-type production. In Europe and America, the labour 
force, to a considerable extent, is “ready made”, as a result of an extended 
historical evolution. In an underdeveloped country, it has^to be created. 
This does not merely involve the teaching of techniques, which is a com- 
paratively simple task (as the experience, during the Second World War, 
of training illiterate peasants as c\g, truck drivers conclusively proved). 
More important, and more difficult, is the adjustment ot attitudes. Inevit- 
ably, this takes a long time, for the human being is not infinitely adaptable 
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NOTES I and can be moulded to a. new pattern only gradually. Hence it places a 
I considerable strain on the. patience and makes heavy demands on the in- 
I genuity of management. Under these circumstances, there may be a 
' ■ i tendency to take the tempting but illusory short cut of using the ‘‘big 
I stick”. When this fails— as ultimately it will— the manager may all ,too 
easily find refuge in cynicism and start abusing his workers as “hopeless”. 
It may therefore be apposite, to remind him of the wise words of a manage- 
meiit expert, who expressed the opinion that when management said about 
workmen that “the more we do for. them the less they do for us” this 
proved nothing except that management had been doing the wrong things, 

8L - The problem of the training and education of personnel is, of 
course, one that can be solved only with the cooperation of the govern- 
ment, which is responsible for the provision of schools, colleges and tech- 
nical institutes. „|Industry can help, however, by making the government 
aware of its requirements and by releasing personnel for part-time instriic- 
^^tion and for “sandwich” courses. It is always a mistake to ciaiiii that 
P workers, supervisors and managers cannot be “spared” for courses that 
' will lead to the improvement of their qualifications. But the major res- 
sponsibility of the enterprise itself is “training on the job”. Although the 
: iechniques of this are well known, there are certain considerations which 
enterprises in the less developed countries ought to bear particularly in 
i mind. The first of these is the importance of speed. There is neither the 
I time nor the money for the more conventional and leisurely systems of 
I apprenticeship. New methods of enabling the operative to acquire the 
Inessential knowledge for the performance of his job, in the minium time, 

^ need to be devised. War-time experience may be relevant here, and more 
: directly, the experience of such institutions as the “Vestibule Schools of 
Training”, in Puerto Rico (See Heriberto Alonso: Recruitment and Train- 
\ !ng'’'df Workers^ Training Division, Department of Industrial Services, 

I Development Administration, Puerto Rico.) An equally important need 
; is the rapid development of people with potentialities as minor technicians, 
i foremen, supervisors, etc. — for there is almost invariably an acute shortage 
I of such “middle-level” personnel. Quick recognition of such poten- 
tial talent among skilled and semi-skilled workers is one of the most 
vital duties of lower management. The realisation of these potentialities, 

; in an underdeveloped country, may involve, not merely the provision of 
; appropriate forms of training, but the releasing of selected persons for 
I various forms of adult education, designed to improve literacy and to 
; widen general knowledge.\Jhirdly, special attention needs to be paid to 
; the training of clerks and secretaries. The low-grade, poorly-trained cleri- 
I cal labour that so often proliferates in the offices of the enterprise consti- 
I lutes a bottleneck, the seriousness of whichts not always realised. A 
; clerk who can type quickly, or fill up a form clearly and accurately, or 
I spoilt statistical information intelligibly, and who can be entrusted to 
I fulfil minor responsibilities without constant supervision, is a pearl of great 
i price. V So is a secretary who can relieve her executive of the burden 
i of routine, by arranging his appointments, protecting him from unneces- 
I sary annoyances, drafting answers to correspondence of lesser importance, 
i etc. It may be added that this requires, not only that secretaries should 
i be properly trained, but that executives themselves should be trained in 
I the of secretaries, who are frequently treated simply as typists. 

j 82. Some of the above considerations also apply to training for 
I management. Utrt XhQ sine qua non, both for adequate perfoitnance in a 
I particular job and for the selection of people suitable for promotion, is 
I bold delegation of responsibility. Managers can learn to manage only by 
i being given the power to make decisions and the duty to correct their 
I own mistakes. This is the essence of practical training, but it can be 
greatly accelerated by proper supervision, through which the superior, 
while carefully refraining from imposing his own judgement on his sub- 
ordinate (except when he has a clear duty to do so, or where failure to 
do so would result in serious error), places the benefit of his greater 
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.... knowledge and, experience at the latter’s disposal,' elicits his views (either | NOTES 
verbally "or by way of niemoraiidum.) on .matters beyond the scope of Ms j 
immediate responsibility, and— in suitable circumstances— employs him as | 
a deputy. Nothing is worse 'than, the situation, which 1. have often, en- | 
countered, v/liere a subordinate merely acts as an undifferentiated assis- I 
taut to his -superior— as ,^a kind of "Mogsbody” ■ with multifarious ■ but I 
uncoordinated duties and no independent, authority. Schools of Business | 

Administration can provide more formal training, and members!ii;p in | 

Business Administration 'Institutes help to widen experience. A period of I 
foreign residence, wnth attachment to an up-to-date firm, is^ obviously .of j 
great potential use, but too much is sometimes expected 'of It. ' IT the : 
manager' comes back thinking that he knows everything and full of eii- ; 
tliiisiasm, for the introduction of ‘‘all the latest” managerial techniques into ; 
the enterprise, considerable harm may be done, for the problems of an i 
enterprise in an uiiderdeveioped country can, never be solved by the meclia- | 
nical imitation of methods that have proved soccessfid in a totally dissi- i 
milar economic, political and social environment. Sometimes, it may be ; 
better to send the potential promotee to a reasonably successful enterprise I 
in a coiintry' where conditions are broadly similar to those in his owm. 

/ 83. Training programmes, however well conceived, are useless in | ^ 

' • ihhe absence of properly-devised machinery .for .placement, and promotion. 

In a comparatively small organisation, the problem of finding the "‘right 
man for the job” is simple, as the manager has personal knowledge both " 
of wliat the various jobs involve and of the people available to fill them. 

In a larger organisation, where the function of personnel management has : 
become a specialised one, placement and promotion must be governed by i 
some system, deliberately devised to ensure — as far as any system can j 
ensure — that people’s abilities, interests, experience and ambitions are ; 
pressed most effectively into the service of the enterprise. This may in- i 
volve, particularly in an underdeveloped country, not only finding the man j 
for the job but fitting the job to the man. It is extremely difficult to i 
do either unless adequate Job descriptions exist, for if management has i 
only a vague and general idea of what the duties of a job are to be, it I 
will also have only a vague and general idea of the qualities required j 
for its performance, and will not even know whether the job is of a kind | 
for which siiitably-qiialified people are actually available. Job-description, I 
therefore, is an essential basis for personnel management. In a large I 
organisation, it ought to be the function, of a staff officer, of suitable | 
seniority, reporting to the personnel manager. TMs need may seem too i 
obvious to require, restatement. It would be so if the work of job-descrip- 
tion were not so often neglected, or delegated to people so low’ in the 
managerial hierarchy as to lack influence, 

84. Once the point has been accepted that particular jobs have 
specific duties attached to them, requiring specific abilities and aptitudes 
for their perfbrmaiice, the vexed question of merit versus seniority, in 
maiters of promotion policy, ought to solve itself. Ideally, merit should 
be the sole criterion. In practice, however, compromises have to be made. 

In a country where age, in itself, carries prestige, the young man, although 
possessing the qualifications for a high post, may find himself unable to 
exercise the necessary authority. Moreover, people who have expectations 
of promotion, based on long, faithful but not particularly distinguished 
service, may strongly resent seeing somebody else promoted ""over their 
heads”. The resultant undermining of morale and disruption of coopera- 
tive relationships within the group may, in some cases, constitute dis- 
advantages which outweigh the advantage to be derived from the ""merit” 
promotion. Much, of course, depends on what people are used to. If 
an organisation with a system of promotion grades based on 

seniority, the introduction of ""merit” as a criterion will meet with more 
resistance than if this criterion has been introduced, at the outset, as a | 
well-understood managerial policy. Much, too, will depend on the origins i 
of the people concerned. It is usually very difficult, for instance, to win i 
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NOTES j acceptance for the merit' principle when an ^‘autonomous” enterprise is , 
I created out of a government department, working to welhestablislied civil 
I service rules. Another problem is the assessment of merit. “Objective” 

I tests may. sometimes be used, but, generally speaking, they a.re more 
; .useful for placement in the initial job than for promotion up the hierarchy. 

! Inevitably, main reliance will tend to be placed, in the reports made on a 
■ i man’s work by his superior, and here ' ‘‘subjective” factors can run rampant, 

; however carefully devised the report forms may be. If corruption and 
: nepotism are present, promotion on such a basis may be worse than 
I promotion by seniority. These complexities tax the ingenuity of honest 
I and progressive managers. There is no formula for ^ solving them, but 
; two considerations ought always to be borne in mind, (/) that, other 
I things being equah merit ought to be the sole criterion for promotion: 
l:(n)that, whereas merit and seniority often coincide in the lower janks 
I' (in so far as experience of the work rather than exceptional intelligence 
! is the main requirement); this coincidence tends to become less frequent 
I the higher op the hierarchy one goes. 

! 85. With regard to personnel policies generally, a much ' disputed 

! question is whether a public enterprise should attempt to set an example 
I in the treatment of its employees, or simply follow the practices of the 
I best-organised and most progressive private enterprises in the country 
I concerned. There can be no answer which is valid for all countries, in 
I imderdevloped countries, however, where conditions in private enterprise 
I are often very bad, because employers are thinking in terms of quick 
j profits and have little sense of social responsibility, the case for public 
: enterprise’s acting as a pioneer in introducing the very best practices that 
I the economy can afford is very strong — so long as it is not carried to 
I the extent of creating a highly-privileged or “feather-bedded” sector of 
I the industrial community. In many such countries, public enterprises 
I have begun to introduce higher standards of welfare which, in the course 
I of time, and with the help of trade union pressure, will become widely 
I diffused throughout industry. The danger, of course, is that an enter- 
I prise which is not required to make a profit, which occupies a monopoly 
I position or enjoys some form of special protection, and which has the 
financial support of the government, may be tempted to push up these 
standards to a level which is clearly uneconomical, rather than face a 
‘‘show-down” with the trade unions. Another danger is that it may 
j weakly agree, under trade union pressure or government pressure or both, 

I to accept a wages and salaries structure which undermines individual 
I incentives. Combining the requirements of ‘‘welfare” with those of 
I economic operation is never easy. 

j 86. This must not, of course, be taken as implying that a public 

I enterprise should adopt a hostile attitude towards employee organisations. 

I Quite on the contrary, it has the task of helping them to become better 
j established and more responsible, and of setting an example of orderly 
I collective bargaining and joint consultation. Of well-riiii trade unions, 
j the report of the Rangoon Seminar states that: 

I %i) ^ they provide a convenient means of assessing employee group 
j opinion on personnel policy and of negotiating with employees; 

I {n) they ^provide a vehicle, set up by employees, from which 

I representation can be secured on labour-management committees such 
as the Whitley Councils in the United Kingdom, the Works . Councils 
I in Germany, and similar instruments in the public enterprises of 
I . other countries”. 

I In the trade union, it adds, “workers who may have little opportunity 
i for advancement in the corporation or enterprise itself, have a chance of 
I leadership, identification with the purposes of their group, and a sense of 
^ cannot perhaps be afforded to them otherwise 

within the enterprise” (Op. cit, pp. 51-2). It may be that more than 
. one participant in this Seminar will say, “That is all very well, but the 
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trade iiiiioii with wfiicli I, am concerned is not like that; it is an eplie- 
meralj ill-organised body, constantly calling strikes at the least provocation. 
Sometimes for purposes which have nothing whatever to do with the 
enterprise, and led by demagogues drawn from the unemployed intel- 
ligentsia”. There are trade, unions like that, for trade unionism, like 
public e,n.terp,rise .itself, has to undergo its teething troubles. But it may 
be suggested that managers, befo.re criticising the behaviour of trade 
unionists, should first criticise their own behaviour. Is the personnel side 
of the enterprise really o,ii. its toes, or has it sunk into an unimaginative 
routine? Have justifiable grieva.nces been allowed to persist, as a result 
of sheer inertia and reluctance .to disturb established practices? Have 
trade union .representatives been invited to discuss their dema.,nds, 
reaso.iiably, ac.ross a table, or have they simply been brought into the 
manager’s office to be, told what his policy is? Are subordinate managers 
in real contact with the em,pioyees for whom they are responsible, and 
making ' sufficient effo.rt to enlist the gro'iip loyalties of the men in the 
service of the enterprise? Have supervisors and foremen been appointed 
for their technical knowledge alone, irrespective of their capacity for 
inspiring confidence and giving leadership? Have the representatives of 
the employees been deprived of access to those managerial levels where 
decisions affecting their welfare are made? These are the kinds of question 
that a manager should ask himself before he decides that ‘ffrade unionists 
.are i,mpossible’h 

87. What I am attempting to say about personnel management is 
summarised in the coiicliisioii to the ‘‘personnel” chapter of the Report of 
the Rangoon Seminar, which can fittingly provide the conclusion also to 
this general survey of management problems. 

‘‘An enterprise is most successful when its leadership is 
thoroughly conscious that its principal means of operation is 
through human beings and that each of these persons has a will 
of his own and is entitled to respect for the worth of his indivi- 
dual personality. Testing every management decision and method 
against this criterion is, in the long run, the simplest approach 
to enlisting the enthusiasm and cooperation of a w'orking force”. 


New imlia Press, New Delhi. 
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MEASUREMENT OF MANAGEMENT : 

I. SCOPE OF THE PAPER | 

,‘Measureiiienf as consciously applied to management is a new pheno- I 
meiion. For a long time' management was. taken to be an ‘Art’ pure and 
simple, the successful application of which depended entirely on the inherent 
capacity of the person who was entrusted with the job. But with the increas- ; 
iiig size and growing complexity of business enterprises, it became neces-'i 
sary to devise tools whicli would enable management to fulfil its role by > 
methods other than purely personal knowledge and observation. The i 
scientific method came to be applied to the problems of management and 
this naturally led to an attempt at using objective and precise criteria for 
helping and judging the performance of management. This came to be 
especially so because the management function in a modern business enter- : 
prise came to be exercised by different persons operating at different levels 
and in different capacities instead of by a single person as in the past. The 
separation of ownership and operational management led to the owners 
having to perform the function of selecting their managerial personnel and 
judging their efiiciency of operation. The actual management itself was too 
complicated to be carried out by any one person by himself. The head of the | 
maimgenient organisation had to delegate many management functions to j 
subordinates specialising in the management of particular functions or indi- | 
vidual parts of the whole enterprise; and such delegation led to there being 
multiple tiers in the management hierarchy. This created the necessity for ! 
the higher level of management to lay down definite objectives for the lower | 
levels to pursue and to be able to judge how far these objectives were being 
effectively attained. All this has necessitated the increasing use of ‘measure- 
ment of management’. 

The criteria of effective management can be viewed from two points 
of view ; 

(i) From the point of view of an outside controlling authority which | 

would find it necessary to be able to judge whether the manage- I 
ment that it has set up is functioning in an efficient manner. In i 
the case of public sector enterprises it would mainly be the con- I 
trolling government and the legislature which would be in this | 
position; in the case of private enterprises it would be the share- | 
holders. , ■ ■ :l 

(ii) From the point of view of the higher management itself such ; 
management may find it necessary to provide for internal checks ! 
of various types. This will enable it to carry out a continuous 
examination of the levels of efficiency at which the various compo- 
nent parts of the enterprise are functioning so as to correct 


’^‘Any views expressed in the paper shouid be taken to be the views of the author. 
Dr. H.K. Paranjape, who with the assistance of the Research Staff prepared the paper 
for the Institute, and not necessarily the views of the Institute as such. 
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iiieificieiicies and to ensure a high level of performance for the 
enterprise as a whole. 

While there would thus be these two points of view regarding judging 
: the efficiency of management, some of the criteria devised may happen to be 
: commonly useful for both types, some may be more useful for one or the 
^ other category and some useful exclusively for either the external authority 
: or the higher management. It is proposed in this paper to discuss some 
' methods That can be used for measuring the effectiveness of management 
from both these points of view in relation, to public industrial enterprises. 

: if. PROFITABILITY 

The criteria for measuring management efficiency can be broadly 
divided into two categories : (/) General indices which are based on a money 
measure and provide some overall index of efficiency; and (ii) Particular 
indices which would indicate efficiency in regard to a particular part of the 
enterprise or the use of a particular input. 

The criterion that is most easily and obviously applied is that of the 
‘profitability’ of the enterprise. In the case of private enterprise this criterion 
is almost the only one used by shareholders because the basic motive of 
shareholders in investing their money in an enterprise is to participate in the 
profits of the enterprise and therefore they ultimately judge the efficiency 
of the management that they have- set up from the profits that the manage- 
ment has been able to make on their behalf. Of course, it is true that share- 
; holders may not judge efficiency of management entirely by measuring the 
profits made in a particular year so much as by assessing the profit possibi- 
; lities as developed by the management over a period of time. But this only 
I means that the measure is used not necessarily for a particular year as over 
■ a number of years. The basic importance of this criterion remains. This 
; criterion is also important in the case of public industrial enterprises because 
: public judgment about the success of the enterprise is many times based 
upon this measure and specially on a comparison of the profitability in 
public industrial enterprises and private ones. While as pointed out below 
this criterion cannot always be depended upon for measuring management 
efficiency, it has the great advantage that it is simple to calculate and under- 
stand, It provides a common standard which can enable the controlling 
authority to compare the efficiency of management in the various enterprises 
under its control. Moreover it is a general criterion which provides an 
overall indication of efficiency combining all the different operations together 
! and this is useful for the outside authority whether it be the controlling 
government, the legislature or the public. 

The application of this criterion has many deficiencies and this is 
especially so when one is considering the problem in relation to public sector 
^ enterprises. Profitability, that is the proportion of net profit to capital 
I invested, depends upon (i) method used for the valuation of capital, 
and (ff) the price policy. Peculiarities regarding these might considerably 
reduce the usefulness of this criterion as a proper measure of maiiagemeiit 
efficiency. 

I As regards the fornaer, paid-up capital or capital at charge minus depre- 
ciation may have no exact relationship with the present actual value of the 
I capital employed in the enterprise. The value of investment may have 
I appreciated or depreciated significantly since the original investment was 
I made because of price fluctuations which may have led to a general increase 
I or decrease in capital values. It will also be affected by the policy that has 
been pursued in regard to provision for depreciation, physical maintenance 
of capital and ploughing back of profits. There may also be overcapitalisa- 
tion sometimes built in the financial structure of the enterprise from its 
beginning if considerable amounts of unfruitful expenditure have been 
capitalised. Moreover, the composition of the capital structure varies from 
enterprise to enterprise. One enterprise may have spent large amounts on 
; the provision of housing and various township facilities for its employees 



NOTES 


and this may constitute, a. significant proportion of its totai: capital. Another | 
enterprise ilia, y have ,liard,ly any such what may be roughly called '‘''unproduc- : 
tive capitaf iii its tota,l capital. i.iivestm,e,nt.. Such variations are bound' to 
make the .simple pro.fitability criterion a misleading one. 

..It is obvious that the profit .made by an enterprise will depend consider- 
ably on the price po.licy it pursues. Unless there is considerable competi- : 
tion. ill the. m.arket for the, products of the enterpri'se, prices will be determined : 
to a considerabie extent not automatically in, the market but by the deliberate ; 
policy of, the producer, lii such a case. the policy pursued will influence .| 
profitability to a considerable extent. If maximisation of profits is the 
only objective set by the enterprise befo.re itself and if it is permitted to pur- | 
sue it, then the .rate of net profit may be high; if there is som.e Government i 
regulation, of ,prices so as to ensure a fair deal to consumers and to allow ! 
profi,t to be made only at a moderate rate, the- rate of profit is likely to be : 
lower; and further if, .as m.ay happen, in, the case of some public industrial : 
enterprises, the main objective is not to make profit but to ensure the supply ; ' 
of the product at a price which sometimes may even, be low^er than, the cost 
the net- profit m.ay be either negligible or negative. .It is obvious that in such ■ 
a case profitability is not a useful measure of m.anageme.nt e.fiiciency. It 
may further be nie,ntioned that the usefulness of this measure will depend very ; 
.much upon, an appropriate provision for m,eeti'ng ail costs, including proper i 
depreciation, | 

Ilf,. , COST Rfn>urTiriN , , : 

In cases like those mentioned above, viz. public industrial enterprises i 
where the maximisation of profit is not the objective, a good alternative for : 
the ineasine of profitability would be that of cost reduction. This would ; 
also be a general .measure covering the whole enterprise. If standard norms ,■ 
regarding the cost of productio,n are laid down for all the .main products of .■ 
the enterprise, the efficiency of management could be judged by the manage- j 
ineiifs success in keeping the actual costs within these limits. Obviously | 
the extent to whic.li this will be a useful measure will depend upon the care ■; 
with which the norms are set up. If they are based purely on historical | 
costs, they may provide only a very rough measure of management efficiency. ^ 
Even so cost norms based on historical costs may have to be used in the earli- 
er stages of an enterprise before other norm.s based on detailed study are 
built up as this latter process may take time; som.e experience regarding the ' 
actual working of the enterprise will have to be available before they are ! 
built Lip. If prices of most inputs remain at the same level such norms will 
provide a rough basis for measuring efficiency ; even if prices are fluctuating 
costs at fixed prices of inputs can be specially calculated to provide a basis j 
for comparison. There are always some reserves in any production process ' 
which can enable an efficient management to improve upon their perform- ; 
ance and therefore the success of management can to a certain extent be 
fairly judged by its capacity to reduce costs below the norms established on 
the basis of previous history. The difficulty is that as management succeeds 
ill utilising these reserves and thus eliminating waste, such efforts will yield 
progressively diminishing returns especially as year after year the norms 
themselves will be brought down according to the cost level actually attained. 

If cost reduction as compared to the cost norms historically established is to I 
be the sole measure of management efficiency and every achievement in cost ^ 
reduction is to lead to a further lowering down of cost norms management 
may be induced to be careful not to achieve too much of cost rediiction 
in any given year. The experience of Polish industrial management where 
such methods were used for some time indicates that such difficulties are 
likely to,' arise.'*^* 

Therefore while cost norms based on purely historical data may be 
used at the beginning, an early attempt should be made to calculate standard 

*As stated by various enterprise managers to a visiting research student in 1956. i 
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NOTES j costs for the various inputs based on a proper study of the processes of 
I production. The general cost norms will then be simply an addition of these 
with a certain allowance for overheads. This will be a better basis for a cost 
i norm. Obviously it will mainly serve the purpose only of providing a general 
i measure of overall management for the benefit of the external controlling 
authority. It will be the itemised standard costs that will be more useful 
I for measuring efficiency for the purpose of bringing about improvements. 

An important disadvantage of an overall measure of efficiency like 
^ profitability or cost reduction Is that in a complex undertaking where a 
I number of different products are produced and there are a large number of 
I constituent parts of the undertaking, the overall measure may conceal the 
^ state of efficiency in particular sections of the enterprise. Efficiency in 
; some parts may be high enough to conceal low efficiency in other parts of the 
enterprise. This difficulty indicates the necessity of separate accounts being 
■ maintained for the different parts of the undertaking so as to provide a mea- 
sure of efficiency in the different parts. 

i 

j 

i IV, OTHER GENERAL NORMS 

I In the case of a regulated or planned economy, there may be other 
I objectives which the controlling authority wants the management to pursue. 

I For example, the supply of certain commodities may be specially scarce. 

I For various reasons it may be decided that the prices of these are not to be 
j raised to a level which will indicate their actual scarcity. In such a case the 
i economy in the use of such a commodity may be taken as one important 
criterion of efficiency. The supply of foreign exchange may well belong to 
this category in the case of a developing economy. It may be decided not 
to change the exchange rate to indicate the actual pressure on foreign ex- 
change. In such a case, reduction in the use of imported material may be set 
up as an objective and therefore as a criterion of efficiency. 

In this connection, it may also be mentioned that measures of efficiency 
generally will have to be based on the objectives that the managements are 
asked to pursue. In a planned economy the expected outputs of different 
industries might be so dovetailed that a shortfall in the output of one enter- 
prise may have serious consequences for the economy as a whole, especially 
if the dovetailing does not leave much of a margin. In such a case the 
attainment of the target output may become an extremely important crite- 
rion of management efficiency. One possible outcome of such an emphasis 
may be lowering of quality and for this some sort of quality control will also 
have to be used as an additional measure of efficiency. 

Arbitrary prices may lead to further difficulties in that there might be 
a conflict between different objectives like attainment of target output and 
maximisation of profits or minimisation of costs. The possibility of cost 
reduction or profit maximisation may be different for different products 
produced by an enterprise and the enterprise might be tempted to produce 
different products in such quantities as to maximise profits or minimise 
costs though this may give a different output complex than required for the 
plan. Leaving aside the wide question of pursuing an appropriate price 
policy the attainment of physical output targets as laid down by the plan 
may then become another criterion of efficiency. 

V, INTERNAL NORMS 

The methods mentioned above, while they will be of some use to the 
management itself, will mainly be of use to the outside controlling authority. 
They will indicate the objectives which the controlling authoritv would like 
the management to pursue and by which the efficiency of management will be 
judged. But the task of measurement in management is not only to provide 
facilities for the controlling authority in its judgment about management 
efficiency but also to provide criteria by which the higher management of a 
production unit will be able to check on the operational efficiency of the 
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operating units „ under its, control and to indicate 'the necessaiy; correctives : 
so as to improve efficiency. 

For this purpose a large iiumber'of nonns^ standards etc.- will have ^ 
to be evolved suited .to the needs of the particular production unit. , By ; 
detailed study of operati,oiis norms regaid-ing input-output relations can be | 
laid down for eve,ry workshop, various definable .parts of a workshop and to ; 
a certain e.xtent .for small ' groups ' of workers or 'even individual workers. ; 
The setting up. of such. no.rms is obviously a complicated problem. Teclini- : 
cal studies will help in setting up norms regarding the use of raw materials, i 
power, spare parts, etc. Setting up no.rms of labour utilisation wi.li be a | 
more coiii.plicated task. 'It will require studies regarding the whole process ; 
of p..rodiictioii, the flow of material, division of operations, the manner and ; 
tectoique of carrying out various production processes etc. It will also | 
require a considerable degree of co-operation from the personnel operating I 
at. various levels. The man with the stop-watch has been a hated figure in | 
..many industrial units and unless managem.ent takes care to see that the : 
workers are eiia.bled to take a positive attitude towards such a study of opera- j 
tions, the study, may be diffi.cult to organise. It .has now been accepted that | 
it is necessary for the management to take workers into confidence . and j 
obtain their consent if labour norms are to be set up and used for improving | 
effi.,ciency. | 

VI. , NEW PROJECTS : 

An important point to be noted in connec bn with an economic ; 
system in which economic development is being attempted is that relating to j 
projects for setting up new^ industrial units or for the expansion of already j 
existing units. The efficiency with which this work is carried out will deter- | 
mine the extent to which, the resources of the community are properly utilised j 
and will largely govern the capital liability of the concern over its working | 
period. Uiiless management during the construction stage is highly efficient | 
the project may be saddled with a heavy capital burden. While it is not 
possible here to go into the whole problem of measurement of efficiency in 
the construction stage, one point needs to be mentioned in view of theimpor- ! 
taiice of the question to public industrial enterprises in a country like India. | 
The point is that it is not possible even to expect a high degree of efficiency i 
in the construction of new projects unless some sort of yardstick is made 
available from the very commencement of a project. Such a yardstick would 
be provided by a detailed project report giving properly worked-out estimates 
of total consfruction costs. This will be of help because it will ensure that 
all expected expenditure will have to be calculated and therefore the total i 
capital requirements will be known beforehand. This will enable the con- 
tj’olling authority to take the decision regarding the implementation of the | 
project with a clear idea of the finances that it will have to provide. More- I 
over it will make it possible for the authority to judge fairly clearly whether 
the management is operating efficiently in the task of construction. Even i 
though there may be some price fluctuations in the intervening period fairly i 
good indices of the major prices involved can be prepared and thus a norm : 
can be provided against which the performance of the management can be i 
judged. Failing this it is not easy either for the controlling government | 
or for the public to judge the efficiency with which construction is carried out. | 

VII. ORGANISATIONAL PROBLEMS 

In using the various methods detailed above for measurement of 
management a prerequisite is the setting up of proper organisational. 
mphineiT norms, for revising them on the basis of experience 

gained and for judging to what extent the norms have been satisfied in actual 
operation. One type of organisation will be mainly technological. The 
suppliers of plant may provide certain criteria about the utilisation of raw 
materials etc. Technological research by a special organisation in the Indus- ! 
try will have further to go into these problems so as to find out better ways of i 
improving technical efficiency and then set up norms for judging whether I 
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these methods are being followed. A production unit will also liave^to 
organise a Work' Study department for setting up norms of labour utilisation 
and. for conducting studies regarding operations, flow of material etc. The 
necessity of a Cost Accounting department in production units no longer 
I needs to be emphasized.' Financial audit has, it is .now accepted, not 
I only the purpose of ensuring that there is no misappropriation of 
resources but also that of ensuring that there is proper provision for deprecia- 
tion. that all the costs that should be met from revenue are included in the 
profit and loss accounts, that there is an appropriate allocation of common; 
costs as between different activities and so on. Obviously this would be 
principally the task of what is called 'internal audit’ and requires internal 
organisations to be set up by higher management for the purpose of providing 
it with measures of efficiency. 

The outside controlling authority will also have to set up special orga- 
nizations to enable it to judge efficiency. An important point regarding 
i the approach of the outside controlling authority in judging efiicieiicy is the 
I necessity on its part to lay down in as clear a manner as possible the princi- 
I pal objectives that it wants the management to pursue. That alone will 
I enable management to know the standards by which it will be judged. More- 
I over, the objectives should not be too many and as far as possible should 
I not conflict. Unless care is taken to see that this is done, the management 
of the enterprise may find its task confusing. Of course the objectives may 
vary from time to time according to the circumstances faced by the enter- 
prise or by the economy as a whole. Emphasis may have to be placed, on 
one or the other objective according to special circumstances. For example, 
foreign exchange may be scarce at one time and considerable emphasis might 
have to be given to adopting policies which will save foreign exchange, while 
at another time this factor might not be quite so important. 

Once these objectives and the criteria by which efficiency will be broadly 
judged are laid down it will also be necessaiy to provide for an organisation 
which will carry out the task of examining efficiency in the light of these. 
This judgment will require a proper and sufficient system of reporting. The 
controlling authority will have to ensure on the one hand that it is not so 
much bogged down by detailed information that it cannot digest it; on the 
I other hand it will have to see that it gets enough information to be able to 
I judge whether the objectives that are laid down by it are being pursued. 

! It will be necessary especially to ensure that sufficient information about 
! the various distinct parts of a complex undertaking is obtained so that the 
controlling authority knows about the success not only of the undertaking 
as a whole but also of its various important parts. The average government 
department is often not in a position properly to digest such information 
and point out to the Minister, who is necessarily a non-expert, as to whether 
the enterprises are functioning efficiently. It might be useful in some 
cases for the controlling Ministry or department to set up a special expert 
cell capable of studying the information obtained from the enterprises and 
preparing reports to enable the government at the highest level to judge in 
j the matter. Perhaps an organisation similar to the Public Undertakings 
I Review Board that exists in F^rance but with much less emphasis than seems 
I to exist there on purely financial and accounting problems will be a useful 
I instrument in an economy where public industrial enterprises are playing an 
; increasing role in economic development. 

I Lastly it may be pointed out that if the laying down of these various 
I criteria and the general use of measurement of management is to be effective 
; for improving efficiency this cannot be done merely by exhorting management 
at various levels to attain the objectives laid down. It is true that when defi- 
nite quantitative criteria exist for judging management efficiency, manage- 
ments will try to show good performance as they will know that these would 
: provide definite and precise indications of the extent to which they succeed 
or fail in their management. But unless the controlling authority is to rely 
entirely on the weapon of removal, which obviously is"an instrument to be 
, used rarely and with great care, various types of incentives will have to be 
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devised and elTectively used to emphasise the importance of attaining the 
objectives laid down. If monetary awards of various types are related to 
the satisfactory attainment of the norms that are laid down, the norms will 
come lo ha\'e a iniicli greater and obvious significance to -the personnel ^ 
operating in the enterprise. If as suggested above norms are laid down not ; 
only for the enterprise as a whole 'but also for various parts of the enterprise : 
including sinuii groups of workers and individual workers wherever that is : 
possible, a. clear statement should be provided to the various parties of the 
criteria by wliicli their efliciency will be judged and fairly regular information 
should be supplied to them as to their actuaf attainments. If proper methods 
arc used to publicise norms and actual attainments,, this may provide a ; 
healthy basis for competition amongst various operating eiem.ents in the | 
enterprise .and might create greater, interest in the fulfilment of the, norms. : 

Vin. INDIAN EXPERIENCE’*’ I 

FrqfitahUity [ 

,,, As regards the use of the criterion of profitability in India the proble,m ; 
bristles with difficulties. A statement given in' Appendix I shows the position ; 
in this respect regarding some i,ndustrial enterprises in the public sector but ; 
the profits or losses shown there do not indicate very much the e.ffi.ciency . 
or otherwise of management. The paid-up capital, for exam.ple, does not : 
always indicate t.he val'iie of capital totally invested in the concern. Im : 
certain, concerns loans made by Go'vernnient constitute a large part of the ; 
total investment .made i'n. the enterprise. On the other .hand, certain con- ; 
cerns like Sindri have bee.ii able to plough back substantial amounts of profits | 
and reserves into their business. The possibility that arises in the case of | 
new projects of over-capitalisation due to unnecessary and infructuous j 
expenditure in. the construction stage is attempted to be eliminated by includ- I 
ing on,ty a 'part of the preliminary expenditure and the expenses duri'og the j 
co'nstructioii period in the capital of the concerns. The re'maining part is | 
geiieraiiy writ'teii off over a period of time. In t.he case of the DDT factory : 
at Delhi., for e.xa'.mpie, it has been decided that on'ly 50% of the expenses ; 
during the construction period and 50% of the preli.minary expenses should | 
be capitalised, the balance being written off in 3 years. In. the case of Sindri ; 
Fertilizers, it was decided that out of Rs. 23 crores spent on the project for ; 
completing its first phase, about Rs, 6 crores should be written off and only I 
Rs. 17 crores capitalised. Such a method would obviously be helpful in | 
keeping a better relationship between the paid-up capital and the actual I 
value of capital assets, I 

The other difficulty mentioned earlier, viz., the differences in the j 
composition of capital as between different enterprises, however remains. I 
The proportion of capital spent on amenities like housing and various 
township facilities varies considerably from enterprise to enterprise, in some I 
cases like Chittaranjan it being as high as over 40% of the total capital at i 
charge. No clear principles have been laid down to indicate that this part ; 
of investment should be treated differently from productive investment when 
accounts are presented and therefore a comparison based on the relationship 
of profit made to capital investment is bound to give a wrong picture. 

As meiitioned aboY|, the second element that would detennine the | 
profitability of an enterprise would be the price policy. Here also we find that i 
no clear principles or policies have been laid down for any enterprise and no ! 
general statement about price policy is available. /'National Interest’’ is | 
supposed to guide the price policy and when determining prices, the prices ! 
of imported products, the interest and capacity to pay of the consumer, the i 


should be mentioned that information about various aspects of ‘Measurement of 
Management’ was not available about all public enterprises in the manufacturing field. 
Even for the enterprises for which some information became available, it was confined 
to some aspects only. For some enterprises, the information available was for 1957-58 
only. These limitations should be noted and the data provided should be taken as 
only illustrative. 
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NOTES I general requirements of the economic system, alHliese are taken into account 
: and an ad hoc decision is arrived ■ at. Many industrial enterprises in the 
: public sector sell the bulk of their products to some Government agency and 
^ the price policy there is based on a ^‘cost plus” basis. In the case of the 
■ Hindustan Shipyard the Government has decided to subsidise the concern 
to the extent of the difference between its cost of production and the price 
• at which a similar ship can be purchased from abroad. In the case of the 
: DDT' factory at Delhi, under agreement with the United Nations who^suppli- 
: ed the plant, the product is to be sold on a no-profit-no-loss basis. ' All 
, this Indicates that the prices of the products produced by many importarit 
industrial enterprises in the public sector are a matter of deliberate policy 
and are not automatically determined in the market. Therefore profitability 
I cannot be considered to be a very useful criterion in the case of these 
I enterprises. 

I IX. COST REDUCTION 

For the overall cost of production, in few cases have any general 
norms been laid down from the beginning of the projects. Of course a 
; starting point of comparison is provided by the GIF price of the imported 
product but then this comparison is not always very useful because the 
production conditions in India are different in many respects from those in 
j other countries. Not only considerations such as its being a new industry 
j and, therefore, in need of building up technical knowledge and skill but also 
I other special peculiarities are responsible for this. One factor that is inipor- 
I tant here is that an enterprise in India like the Indian Telephone Industries 
or the Chittaranjan Locomotive Works has to produce on its own a large 
number of components which similar foreign concerns purchase from other 
suppliers who in turn can produce them more economically as they fall 
within their specialised fields of production. But in India as such related 
enterprises are not found to be already developed and especially because of 
the necessity to reduce the import content of production the basic concerns 
have to produce most of their components themselves and this can mean 
higher costs. Even then a comparison with GIF import prices or foreign 
prices does provide a somewhat useful basis for judging the efficiency of 
management and is extensively used. Such comparisons show that some of 
the enterprises are not doing badly; e.g., the prices of locomotives, niachine 
tools, fertilisers, telephones and telephone equipment, DDT and antibiotics 
produced by the enterprises in the public sector in India compare quite well 
with the GIF import prices or the prices prevalent in foreign countries. 

X. INTERNAL MEASURES 

Cost accounting is now a common feature in most of the well-establish- 
ed manufacturing units in the public sector audit is being put on a more sys- 
tematic footing so as to provide proper measures for finding out sources 
of excess costs and reducing inefficiency. (See Appendix III.) Standards 
regarding the use of various inputs, especially raw materials, are being set up 
for use in various units. In some concerns the norms provided, by the 
plant designers are used as the basis for determining efficient utilisation of 
raw iBaterials as in the case of the DDT factory. In other cases studies 
carried out in the, enterprise over a period of time provide the basis for laying 
down norms of raw materials required for various operations. Work Study 
is being undertaken in most of the enteiyrises. Here again as in the case of 
the Indian Telephone Industries sometimes the norms provided by foreign 
technical consultants modified for Indian conditions are used in the beginn- 
ing for providing a rough basis for comparison and then gradually revised 


*“The prices of equipment manufactured in the BEL (Bharat Electronics Limited) 
I are fixed oh the basis of actual cost of materials and labour and adjusted overheads plus 
j 10% for profit. To arrive at the overhead rates the expenditure on the factory is 
1 estimated as to what it would be when the factory reaches full production”. 30th 
; Report of the Estimates Committee of the Lok Sabha, December 1956, page 44. Also 
i see Appendix II. 
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norms are set up on the basis of a detailed study of operations, Industriai ; 
Engineering Divisions have been set up and labour norms for most produc- I 
live processes laid down in many well-established industrial concerns like I. 
the Hindustan Aircraft, Chittaraiijan Locomotive, Perambur Integral Coach, 
Indian Telephone, etc. it should also be mentioned that when tLese nor,ms |' 
are being built up and production tasks set up on this basis, in all cases this f 
has been done with the. knowledge and. co-operation of workers and their i 
representatives. In the case of certain types of enterprises, especially auto- ^ 
inatically wo.rkiiig chemical pla.nts, it is pointed out that establishment of ^ 
labour norms is not possible. Even then, for example, in Hindustan. Anti- ; 
biotics some norms regarding labour costs in financial terms have been laid 
down and are used for checking labour utilisation.* In other cases, as at 
Siodri, this is not done. While it is true that laying down norms regarding : 
labour input in such plants is diffi,cult, the lack of such noms may lead to ! 
waste. In Sindri Fertilisers, for example, in 1957 out of about 8,000 total | 
employees, over 5,500 were “iion-teclinical, non-supervisory”, that is unskilled i 
‘•.mazdoor’ type workers. Most observers admit that for an automatic . 
chemical plant like Sindri this is a very high proportion. This is not to say i 
that it is the failure to lay down norms that has led to this over-employ- 
ment; but the lack of such norms at least makes it difficult to ensure that 
management faces the problem of efficiency squarely. Sometimes other : 
types of difficulties stand in the way of setting up labour norms. An enter- I 
prise might have worked for too short a time to be able to obtain the neces- I 
sary experience on the basis of which norms could be laid down. Moreover i 
if the enterprise is not able to organise the production of its various products i 
on a sufficiently large scale to enable standardisation of operations, if there | 
are too many designs or if the w^ork is of what is called the ‘jobbing’ type, ; 
the setting up of norms may be difficult though even in such cases it could not ! 
be considered impossible. In the case of Hindustan Shipyard the large ; 
number of designs was pointed out as one of the reasons why standard j 
labour norms could not be set up. A further reason given was that foreign | 
norms could not be applied while Indian experience was not still enough | 
to build up such norms. At the National Instruments Factory also ‘jobbing’ I 
is mentioned as the main difficulty in laying down such norms. Increas- 
ing attempt is now being made in such enterprises to organise production in i 
a better way and to standardise designs and products so as to allow the use I 
of better methods of management. Quality control has been instituted in I 
many units as for example in Chittaranjan, Hindustan Aircraft and Hindus- i 
tan Machine Tools to ensure that greater speeding up of work resulting ! 
from the laying down of labour norms does not mean lower quality of | 
p,rodiiCtion. | 

As regards the various other criteria mentioned earlier we find that no I 
precise objectives or norms have been laid down in India. But certain general i 
policies are indicated, as for example the necessity to reduce the imported ' 
component of any product as much as possible. To attain this objective a 
plan for the gradual reduction in the proportion of imported components i 
is generally laid down in every project and the actual performance is checked I 
against this plan. With the increasing necessity to maximise output so I 
as to help the general process of economic development suitable emphasis is | 
given, especially in the public sector enterprises, to the attainment of maximum j 
production from a given plant and so the criterion of actual output against i 
capacity or target output is commonly used. As the figures given in ^ 
Appendix V show, in the case of many enterprises the performance regarding i 
output is good once the enterprises have got over their teething | 
troubles. ' 


the original project, for an output of 4 lakh mega-units, Rs. 72,000 was 
estimated to be the monthly salary and wage bill. Now the production has increased to i 
29 lakh mega-units but the labour and wage bill has gone up only to Rs 1 ,46,000 
(that is Rs. 22,000 for producing 4 lakh mega-units). Similar reductions have been 
obtained in the costs of raw materials, maintenance, services, etc. For labour norms 
based on original project at the Hindustan Machine Tools, see Appendix IV. j 


NOTES : Xi;, NEW PKOJECTS ■. 

Resarding capital expenditure on new industrial projects or expansion ■ 
^ of the existing projects, the experience in. India has not been very enlightening. 

: 1,0 many cases the actual expenditure has considerably exceeded the original 
: estimates (See Appendices VI & Vli). The reasons generally are that the 
■ original estimates are rather hastily prepared. No detailed estimates are 
: .made as a part of the project report before the project is accepted and imple- 
: mentation begun. A number of quite important items are either completely 
^ ignored or inadequately provided for in the estimates. This means that the 
i actual expenditure has no close relation with the projected expenditure. It 
: is true that this does not necessarily indicate waste of resources but such 
i defective estimating does mean that there are no definite limits of expenditure 
; within which the management is expected to keep and therefore efficiency in 
construction suffers. Of course there are a few cases where the actuals 
compare quite well with the projected estimates. This seems to happen 
especially in the case of enterprises for which the responsible government 
organisation had considerable earlier experience as was the case regarding the 
Chittaranjan Locomotive Works. 

XO. PROBLEMS OF ORGANISATION 

As mentioned earlier it is necessary to build up proper organisational 
machinery, both inside the enterprise and outside in the coiitroiling authority, 
to make appropriate use of the various measures that are devised and thus 
; ensure that the data made available are used in good time for improving 
efficiency. We find that in India most of the industrial enterprises in the 
public sector are building up departments for cost accounting, work study, 
technological research *and so on to enable them to set up proper norms in 
various respects and to go on revising them as further experience is gained 
and knowledge obtained. There is an increasing practice of information 
f being made available to the operating staff as well as the supervisory and 
I managerial staff at various levels regularly and with as short a time-lag 
I as possible so that steps can be taken to correct tendencies towards 
I inefficiency. Of course some of the state enterprises which have had a long 
history of the routine departmental type management may not always make 
sufficient use of whatever information and data are collected. It seems that 
such was the situation in the Government of India Railway Collieries till a 
few years back (See Appendix IX). But there is no doubt that things are 
I fast improving in this respect in the last few years. For example, in Hiiidiis- 
I tan Antibiotics, norms are laid down every month for each manufacturing 
I department and these as well as the actual performance are communicated 
1 to the employees. In Hindustan Machine Tools the targets of output are 
fixed for direct workers, individual workshops and for the whole factory and 
the actual performance each month is specially announced. In the Indian 
Telephone Industries the industrial engineering division studies and lays down 
output per worker and per machine. The methods department looks after 
the correct determination and requirements of raw materials and their utili- 
sation. Regular supervisory and accounting checks are exercised regarding 
the utilisation of various inputs. 

Further there is an increasing tendency to use the norms and measures 
that are laid down for the purpose of providing incentives at least to the 
I personnel directly ehgaged on production. An incentive bonus system 
: of payment has now been set up in many concerns like Hindustan Aircraft, 

I Indian Telephone Industries, Hindustan Machine Tools, Perambiir Coach 
I Factory, etc. Incentive bonus is generally paid to direct workers on the 
: basis of individual performance and to the indirect or ancillary workers 
' and sometimes to the lower supervisory staff on the basis of group perform- 
ance. Even in concerns like Hindustan Antibiotics where norms for indivi- 
j duals cannot be laid down an attempt is being made to devise some criteria 


*For example, regarding the ‘use of cost control documents at the Hindustan Air- 
craft Ltd., see Appendix VIII. 
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by wliicli group peribriiiance can be judged. It is laid down as a general } 
polic\ that awards or bonuses to all staff receiving less than Rs. 500 per month 
slioiifd be increasingly instituted based on some measure of productivity.'^* ** : 
But except where an incentive bonus scheme based on individual or group : 
performance has been instituted, the annual bonus though theoretically i 
based on, productivity is in reality decided on a purely ad hoc basi,s. 

As regards the organisation external to the enterprise making use of I 
the measuremeiit of .management-efficiency the principal authority doing it I 
is t,lie controlling government. .Regular progress reports are sent by ail the : 
eiiterp,ri,ses to the co,iitrolliiig ministries and as these reports coiitai,n con,side.r- ; 
able statistical data showing the inputs as well as outputs in real as well as J 
.fi,n,an,cial terms, the ministries can use this material for measuring the state ■■ 
of efficiency. But not all ministries have qualified staff to be able to .make 
full, use of such, data. There has yet been no attempt to build up expert ; 
cells either in individual ministries or in the Cabinet Secretariat for the pur- I 
pose of studying these various reports and .applying appropriate norms to ; 
eii.siire' that the .managements are generally operating i.n^ an efficient way. ^ 
Of course one difficulty in this is that the number of persons competent to, 
do this work is small and priority naturally has to be given to putting such i 
competent peop,le on actual ope,ration,al job's. ' ; 

Another important external authority is that of audit, A.i.i the State. I 
enterprises arc now under the ultimate audit authority of the Comptroller ; 
and Auditor-Genera,! of .India, even though only in some cases does this | 
age.ficy actually exercise its right to carry out audit. While there has been : 
coi.i.s,iderab!e discussion about audit in the case of business type enterprises I 
having to take a, different approach than audit of normal gove.rnmenta,! : 
agencies, in practice it does not seem that there has been m.uch change. ’ 
The public audit authority in India still largely concerns itself with checking ^ 
irregularities in expenditure rather than, with what is called performance 
audit. While one Comptroller and .Auditor-General has . expressed hi,msel.f ^ 
to be in favour of building up a tradition of performance audit, in practice ' 
this has not gone very far; and many people wonder whether with a long 
historical tradition of the present type of audit, it will be possible for this 
organisation to build up an entirely new outlook and method. 

The Estimates Committee of Parliament has been exercising the func- 
tion of examining in detail various aspects of the working of public enter- 
prises in India, even when these are established as public corporations or 
companies. As there has been no other independent agency set up for the 
purpose of examining the functioning of these enterprises these enquiries 
conducted by the Estimates Committee have proved to be of considerable I 
value and their reports have served a very valuable purpose. In many cases 
these reports have been the principal mode of getting detailed information i 
about the working of public enterprises, since the annual reports and financial ^ 
statements are not always very informative. Moreover in some cases the 
Committee has very scientifically examined the efficiency with which the 
concerns are operating. In its report on the Indian Telephone Industries, I 
for example, it put together various bits of useful information and tried to j 
apply proper criteria to judge the efficiency of performance. '‘* ^ 

One may thus come to the conclusion that while it took some time for ! 
those in charge of public enterprises in India to come to realise the significance | 
of measurement in management, there has been over the last few years an 
increasing acceptance of the importance of these methods in the manage- i 
ment of public enterprises. 


*For a description of the principal aspects of the incentive bonus scheme used in a 
major industrial project, namely, Chittaranjan Locomotive Works, see Appendix X. 

** For details of the measures applied in this case, see Appendix XL 
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APPENDIX II 


PRICING POLICIES IN PUBLIC UNDERTAKINGS 

i (Extract from the Report of the Taxation Enquiry Commission, 

\ ' 1953-54, Vol A pp. 194-195,) 

The fol lowing concise account gives some indication of the pricing 
i policies followed by other public enterprises in the Central sphere that are 
: already in operation and likely to be adopted by others which are shortly 
I expected to commence production. The price of ammonium sulphate 
i (Sindri Fertilisers) is determined after taking into consideration the costs 
of production, price trends in foreign markets and the purchasing power of 
i consumers. The price of coal obtained from State-owned collieries is fixed 
I under the Colliery Control Order, 1945, on the basis of cost of production 
: plus a reasonable margin of profit. The price of salt produced by three 
I commercial concerns (Sambhar, Kharaghoda and Mandi) is fixed on a 
I “no profit no loss” basis, although a proposal to cover interest on capital in 
! fixing the price of salt is under consideration of Government. Ocean-going 
I ships are sold at prices based on the U.K. parity, i.e,, the price which would 
I be payable if the ships had been constructed in shipyards in the United King- 
I dom. However, in order to enable Indian shipping companies to purchase 
ships built in the Visakhapatnam Shipyard at prices payable for similar ships 
constructed in the United Kingdom, Government have decided, as a temporary 
measure, through a subsidy, to meet, within certain limits, the difference 
between the actual cost of construction and the prescribed sale price. During 
1952-53, a sum of over Rs. 95 lakhs was adjusted in this manner; the revised 
estimate for 1953-54 is Rs. 60 lakhs. The price of penicilliii is to be fixed 
after taking into consideration the cost of production (including provision 
I for interest and depreciation charges) and market prices of similar products 
manufactured by foreign concerns. Generally, Government have accepted 
the principle of State undertakings fixing prices, so far as possible, on com- 
mercial principles... 

The pricing policies of commercial and industrial undertakings of State 
I Governments vary, and are not always based on strict commercial principles. 

I In the case of steel produced, by the Bhadravati Works of the Mysore 
I Government, in accordance with the general policy of the Government of 
I India, a selling price is fixed by the Government to protect consumer interests 
and at the same time there is a retention price to ensure a reasonable return 
to the units engaged in the industry. The industrial concerns owned by the 
Travancore-Cochin and Mysore Governments generally fix prices on com- 
mercial lines; the prices of goods are fixed on the basis of the cost of produc- 
I tion (including depreciation and interest charges) plus a fair margin of profit 
! after taking into consideration the current market prices of similar products. 



APPENDIX III 


(A) A NOTE ON THE SYSTEM. OF COSTING IN 
BHARAT ELECTRONICS LTD. 

{Reproduced f rofn the 39th Report {1956-57) of the 
Estimates Convnittee of the Lok Sahha {Dec. 1956)] 

Appendix IX 

A costing system has been introduced in B.E.L. as from 1st ApriK 1956. 

2. The intention is to make use of the costing system for the follow- 
ing purposes ; 

(a) To find out the cost of the different products by batches with 
a view to lind out the cost per unit, of each product. 

(h) To ascertain the cost of each batch by components, sub- 
asse,ni,blies and assemblies. 

ic) To exercise co,iitro! over the expenses. 

3. To achieve item (a) and (h) above, all manufacturing programmes 
in the factory are undertaken under specific Projects Order, Work Orders 
a,nd Sub-Work Orders. 

4. Elements of Cost : Following the usual procedure, the cost 
of manufacture is split up into the following elements : 

(ri) Direct Labour; 

(b) Direct M'aterials; 

(c) Direct Expenses; 

{d) Overheads. 

5. Direct Labour : In order to facilitate correct booking of time 
to jobs, Daily Time Tickets are introduced for all skilled workers in the 
Production Shops. The time booked against jobs is reconciled monthly 
against time paid as recorded by Time Recording Clocks. 

6. Direct Materials : Tht materials required are drawn against 
Stores Requisitions on which the relative work orders are pre-writteii. All 
stores requisitions are analysed according to Work Orders for all direct 
materials, and by cost centres for all indirect materials monthly. 

7. Direct Expenses: All direct expenses are analysed according 
' to Woi-k, Orders every month. 

8. Overheads : As in all big factories, overhead expenses form a 
large percentage of the total cost of production. Special attention is, there- 
fore, being given for the cdllection, distribution and allocation of overhead 
expenses. 

The overheads are first collected under standard heads of accounts. 


notes For equitable distribution and control of overhead expenses, the 

I factory is divided into productive and non-productive departments, which 
j are termed as Cost Centres. 

I The expenses collected are distributed every month to the different 
! Cost Centres on an actual basis to the extent possible, and the rest on an 
i estimated basis as per accepted costing principles. For example, salaries 
I and wages, overtime, P.F. contribution, idle time, consumption of store, 

^ electric supply, etc., are distributed on an actual basis, while depreciation is 
1 distributed according to the value of various assets in each Cost Centre. 

I The entire overhead expenditure of the factory is thus collected under 
productive and non-productive cost centres. Out of the cost collected 
under non-productive cost centres, the expenditure on service departments 
such as mechanical maintenance, electrical maintenance, transport, etc., 
is redistributed to the other cost centres (productive and non-productive) 
j on the basis of services rendered. 

j The overhead expenditure of the factory is classified under four main 
I groups : 

^ I (a) Shop Overheads; 

(b) Factory Overheads; 
j (cj Material Overheads; and 

I (d) Administrative Overheads. 

The total expenditure under each productive cost centre represents the 
shop overhead pertaining to that shop. Similarly, the expenditure on Factory, 
Administrative and stores overheads, is separately available under the rele- 
vant cost centres. 

9. Allocation of Overheads : The shop overhead expenditure per- 
taining to each shop is distributed as a percentage of the direct labour charges 
and booked to the jobs undertaken in that shop. This means that there 
is a separately overhead rate for each shop. The factory and administrative 
overheads are worked out as percentages of the entire direct labour of the 
factory and then distributed to the jobs undertaken in the factory. 

The material overheads, being representative of the services rendered 
by the stores, are levied as a percentage on the value of material issues. 

It is the intention to gradually split the shop overheads into two divi- 
sions, viz., machine overheads and labour overheads, to facilitate the most 
equitable distribution of overheads. 

The overheads will be applied on a pre-determined basis and will 
be subject to periodic revisions on the basis of actual cost and under- or 
over-absorbed overheads. 


(B) Cost Accounting System used in Railway Integral 
Coach Factory, Ferambur 

COST ACCOUNTING 

The system of costing devised for the Integral Coach Factory is meant 
for the following main types of manufactures : 

{a) Manufacture of coaches. 

(6) Manufacture of stock items. 

The manufacture of coaches under item (a) above is undertaken in 
batches convenient from the point of view of production control and manu- 
facture in the shops. All expenditure on labour, material and overheads 
pertaining to a particular batch is separately collected under different groups, 
sub-groups and stages of manufacture. For this purpose, a coach has been 
divided into 10 groups, each group being sub-divided into sub-groups, the 
total number of sub-groups being 60, Each sub-group becomes a cost unit 
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and a medium of cost control. Under each sub-group, the cost is collected 
under the following stages : 

(f) Manufacture of details; . I 

(li) Manufacture of sub-assemblies; 

(i7i) Manufacture of major assemblies; and 
.(iv) Installation. 

lO: respect of stock items, the orders are placed on the shops in economic 
batch quantities and the costs are collected and ascertained as for each . 
component manufactured. 

While the expenditure under direct wages and direct stores is collected 
straightaway under the difierent stages in each sub-group, there remains ; 
indirect expenditure under various categories, forming major part of the total : 
expenditure in the Integral Coach Factory as in any other modern factory | 
of its kind, which cannot be so directly allocated and means have to be adopt- ; 
ed for their allocation to the different jobs, corresponding to the benefits 
received or utilisation made of the different indirect items of expenditure in 
particular stage of a particular sub-group. Indirect expenses -have been ’ 
"grouped under the following : 

(/) Factory overheads; 

(ii) Administrative overheads; and 
im) Stores overheads. 

The Factory overheads comprise the indirect expenses of the shops 
and a share of the various Departments, Le., Mill wright. Tool Room, etc. 
The Administrative overheads comprise the indirect expenses of the Integral 
Coach. Factory, e.g,, Chief Administrative Officer’s Office, Accounts Office, I 
etc. The Stores overheads comprise the indirect expenses of the Stores | 
department. . ■ I 

In the beginning of the financial year, estimates are prepared for a ; 
Factory and Adminisrrative overheads to be incurred in the different shops ! 
together with, the direct wages of these shops. A rate for Factory overhead i 
and another for Administrative overhead are thus arrived at for different ; 
shops, which are applied to the direct wages incurred on a particular job in a 
particular shop in order to arrive at the total cost of the job in the particular ! 
shop. Added to the above is the Stores overhead which is calculated on the | 
basis of the estimates of expenditure of the Stores Department and value of | 
direct stores to be issued for that period. I 

Every nionth a review is made of the total overheads incurred shop by i 
shop under important items of expenditure, e.g., indirect labour, indirect ! 
stores, etc., and it is examined whether the actual expenditure has kept reason- | 
ably close in line with that to the estimate. If any substantial difference i 
is noticed over a period, a revision of overheads rates is undertaken. | 

A special feature of control is that the utilisation of the quantity of i 
stores and the time spent on a batch of coaches are to be watched with refer- | 
ence to the estimates thereof concurrently with the progress of manufacture. | 
The cost under labour, material and overheads is collected stage-wise | 
every month under each sub-group until the batch of coaches is completed, i 
and the figures are subjected to further cost audit before the cost is finalized. 

In order that costing results may be available simultaneously with or 
soon after the production is complete and also to obtain different sets of ' 
figures in diverse w^ays from the same accounting documents in a short spell | 
of time to cope with the increasing demands made on the accounts depart- ; 
ment for information, following the current thoughts in industrial manage- | 
ment, mechanical accounting devices had necessarily to be adopted. After 1 
due consideration, the Hollrith system has been adopted in this Administra- I 
tion. A set of equipments consisting of punches, verifiers, a sortof and a j 
tabulator have been installed, and are working. j 

Various aspects of cost control are discussed in the monthly co-ordina- | 
tion meetings of the Works Officers, when ways and means of reducing the I 
cost of manufacture are considered. i 
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APPENDIX IV 
LABOUR NORMS 
Hindustan Machine Tools Ltd. 



As per the 

Existing norms 

.Existing 


Project Report 

for iOOO 

strength 


1952— form 
lathes p.a. 

machines p.a. 

{20.5.l95y] 


{Production 

(Froduciion 

( Prod net urn 


Shops only) 

shops only) 

shops onivl 

Administrative 

19 

19 

12 

Direct Productive 

287 

839 

1160 

Indirect Productive 

110 

210 

225 

Miscellaneous 

86 

101 

184 


502 

1169 

158! 
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APPENDIX V 

CAPACITY/TARGET AND ACTUAL OUTPUT 

(A) INTEGRAL COACH FACTORY, PERAMBUR 



Oct.-Sept. 

1955-56 

Oct.-Sept. 

1956-57 

Oct.-Sept. 

1957-58 

Oct.-Sept. 

1958-59 

1959-60 

Target Original 

20 

100 

200 

300 

350 

Revised 

40 

120 

240 

350 

350 

Acliia! Output 

43 

150 

308 

400 



(anticipated) 


(B) HINDUSTAN ANTIBIOTICS LIMITED 

Original!} the Plant was expected to produce 9.0 m.m.u. of finished 
Penicillin per year. This target was revised to 20.0 m.m.u. and again 
recently to 25.0 m.m.u. per year. Actual production was as follows ; 


Production per year 


Quantity of finished 
Penicillin in million 
megaunits (ni.in.u.) 


1955- .56 

1956- .57 

1 957- 58 

1958- 59 


- 0.62 
9.89 
21.58 
25.20 


(C) HINDUSTAN MACHINE TOOLS (P) LTD. 



Original Target 
(1952) 

Revised Target 
(1956) 

Aeiml ' 

1954-55 



2 

1955-56 

, • 


ii 

1956-57 

57 

135 

135 

1957-58 

131 

400 

402 

1958-59 

238 

600 

552 
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(D) HINDUSTAN INSECTiCIDES LIMSTED 
Capacity of Output 

Original 700 tons Tech. D.D.T. p.a. 

After expansion 1400 tons Tech. D.D.T. p.a. 

Actual Output 

Tech. D.D.T. Form D.D.T. 

1955 .. 170.43 152.57 

1956 .. 492.50 817.81 

1957 .. 623.13 647.05 

1958 .. 1130.44 1029.08 
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APPENDIX VII 


EXTRACT FROM, THE 33,rd REPORT OF TH'E 

esti:m„ates committee of the. second 

, , ,LO,K SABHA ON .HINDUSTAN STEEL .LTD. 

(Pages 50-56) 

The o.rigi,iial, estiii,iates .for t,lie three' ten, lakh to,ii i,ngot steel plants, 
on the 'basis of which provisio,ii was made, in the Second .Five 'Year Plan were: 



Total 

Estimates 

Component of 

Foreign 

Exchange 

.'Rourkela 

Bhilai 

.Durgapur 

(Rs. 

128 

110 

115 

in crores) 

89 

67.5 

72 


353 

228.5 

Tlie revised estimates which were given, to the ,Lo,',k Sabha, by t'he 
M'iiiister for Steel, M'ines, a.ii,d Fuel d'uring the debate, on the demand for 
grants on the 13t!i, August, 1957 were; 


Total 

Estimate 

Component of 

Foreign Exchange 

Roii,!*,kela 

Bhilai 

. ..Durgapur 

(Rs. 

170 

131 

138 

in crores) 

122 

78 

92 

Total 

439 

292* 


The above esiimaies do not include any provision for likely itic,reases 
i.ii cost on account of escalation clauses^ as also' the' cost of the following,: 

L Townships; 

2. Ore Mines and Qiiarr.tes: 

3. Coal Washeries; . 


♦The committee were informed on 7-L59 that the figure of Rs. 292 crores did not 
include the foreign exchange component of the cost of anciliaries which would amount 
to Rs. 38 crores, ■ . 



NOTES 



4. Fees to Consultants; 

5. Fertilizer Plant at Rourkela; 

6. Land; 

7. Prospecting and designing; 

8. Development of sources of water supply; 

9. Power supply facilities up to the perimeter of the Plant; 

10. Personnel required for operation including the cost of 
training; 

11. Railway works outside the perimeter of the Plant; 

12. Personnel employed, directly by the project; 

13. Customs Duty; 

14. Expenditure on medical services; and 

15. Office and such other ancillary expenditure. 

The estimates for these items were not mentioned by the Minister, 
but a rough estimate was given to the Committee amounting to about Rs. 1 20 
crores made up as follows : 

Rs. in crores 


Three Townships 4.i.0 

Two iron ore mines, two limestone quarries, and 

one dolomite quarry 13.5 

Fees to German, Russian and British Consultants 9.25 

Water Supply arrangements 4.5 

Training Schemes 1-3 

Cost of Soviet Staff employed direct by the Project 4.5 

Other expenditure on prospecting, electrical works, 
railway works outside the perimeter, cost of 
project staff and establishment, office expen- 
diture, customs duty etc. 45.0 


Total 120.25 


Note : It is observed that the cost of the Fertiliser Plant at Rourkela. 
which is not included in the above list, would, according to 
the Appraisal and Prospects of the Second Five Year Plan, 
amount to about Rs. 16 crores. 

The Committee do not appreciate why estimates of important items 
like townships, iron ore mines, and quarries, electrical works, railway works, 
etc. were not originally indicated to Parliament. They are particularly 
surprised to find that even the fees of Consultants were not included in the 
original estimates. 

It was explained to the Committee that it was difficult to estimate 
the expenditure in all these cases. Even if that were so, the estimates on 
some broad lines could have been indicated, or the items could have been 
mentioned with a note that charges on their account would add to the 
I estimates finally, to enable the Parliament to have a complete picture. 

i The Committee suggest that a comprehensive statement showing the 
I estimates of all the items of expenditure connected with the projects should be 
I prepared and placed before Parliament at an early date. 

The section-wise break-up of the estimates is given in Appendix XVI 
; (not reproduced here). The Committee were told that the sections under 
. which the estimates of the different projects are indicated are not at all cases 
comparable. They feel that it is necessary for proper comparison of the 
I estimates and the actual costs of the three projects that the estimates should 
be analysed on a uniform basis. The Committee are aware that although 

ic^i the cost of ancillaries, project-wise is given in Appendix XV, 

1861 (An) LS-5.(Not reproduced here.) 
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the capacity expressed in terns of crude steel is about the same in the three 
plants' viz., ten lakh tons, the plants differ considerably otherwise biit^ they 
feel that an analysis could be prepared, broadly speaking, on a comparable 
basis after making allowance for such ' differences. In this connection, 
reference is also invited to para 215 of the Seventh Report of the Public 
Accounts Committee (Second Lok Sabha). 

In this connection, the Committee also feel that in view of the expaii- 
sioii of the iron and steel plants in the private sector in the country, it would 
facilitate an assessment of the cost, of the public sector project if the expeiw 
diture incurred on the former especially ,on similar and comparable units 
could be ascertained and included in the analysis of costs suggested in the 
earlier paragraph. 


INCREASE IN THE ESTIMATES 

It is observed that, w^ithin a short period, the estimates of the steel 
projects went up from Rs. 353.crores to Rs, 439 crores, ?.£?., to the extent of 
about 25% while the foreign exchange component increased by about 28% 
excluding Rs. 38 crores, the estimated foreign exchange component of the 
cost of ancillaries. . This increase was explained by the representative of the 
Ministry to be generally due to : 

(a) Additions and improvements made to the project reports; 

(b) Purchase abroad of structural steelworks, refractories and such 
stores, which it was originally thought could be procured from 
India. Prices abroad of these items are generally higher than in 
India. 

(c) Under-estimation by the consultants and increases of ‘prices 
and wages in Europe between the time of estimation and the 
time when contracts were concluded. This applies to Rourkela: 
and 

(d) Under-estimation by the Indian Steelworks Construction Company 
of cost of civil engineering and erection charges in India. This 
applies to Durgapur Plant only. 

The increases, as classified by the Ministry, under the above four cate- 
gories, are reproduced in Appendix XVII (not reproduced here). 

■ROURKELA 

The increase in the estimates of Rourkela project due to increases in 
wages, prices of raw materials, and freight was stated to be about Rs. 1 1.69 
crores. This is exclusive of the increase, the extent of which is not exactly 
knowm, due to the delay in fi,nalisi.ng the plan of the Rourkela project, of o\’er 
two years, during which period the general price level undoubtedly rose. The 
Committee were informed that this increase represented the difference in 
price level during the period of about eight to nine' months between the 
preparation of the project report in November 1955 and of the re\Ised esti- 
mates in August 1956. They were also told that in a period of rising prices, 
it was natural for the estimates to go up by 5 to 10 per cent within a year. 
The Committee observe, however, that in this particular case within a period 
of one year. The rise amounted -'to a'bove 12%- of the original estimated 
cost of the Coke Ovens, 'Blast Furoances,; 'Melting Shops,, Rolling Mills and 
Power Plant (Rs. 95 crores) and about 9.3 per cent of the entire original cost 
of the project (Rs. 128 crores). It is quite likely that the period of rise 
in prices continued even after August 1956 in which case there might be 
further increases in the estimates. The Committee would, therefore, suggest 
that the . estimates of the projects might be reassessed and the differencTs 
explained properly. 

^ Considering that the price levels- assumed In the Project Report in November 
1955 were those obtaining at the 'time of preparation of the Report about 4-5 months 
earlier, 
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Another reason for the rise of the estimates was stated to be the pro- 
^ vision of additions and improvements for the plant subsequent to the prcyect 
report, which in the case of the Rourkela amounted to Rs. 16.37 crores^ 
It was stated that one such item was inland transport estimated to cost Rs. 5 
crores, provision for which was omitted from the original estimates. The 
Committee consider it strange that such an item should have been omitted 
by the consultants from the original estimates. They also find it difficult to 
; appreciate why additions and alterations ot the value ot about Rs. ! I croies 
I should have been found necessary so soon after the project report was 
i submitted. 

Another reason for the rise in the estimates was stated to be under- 
^ estimation by the consultants in the project report which at Rourkela amoiini- 
ed to about Rs. 14 crores. It was explained on behalf of the Ministry that 
an under-estimation of Rs. 14 crores in the context of the whole scheme 
was not very serious. It was also stated that the consultants had admitted 
that they had under-estimated the cost deliberately in the interest of the 
projects because there was always a tendency for the figures given by tlie 
consultants to be regarded as a sort of minimum on which negotiations could 
proceed for the contracts. The Committee do not feel convinced by the 
reasons adduced for under-estimation and suggest that the matter might be 
pursued with the consultants, s 

In this connection, it is of interest to find that the largest single item of 
increase in the estimates is in respect of the rolling mills where the estimate^ 
have gone up from Rs. 48.44 crores to Rs. 72.36 crores. In this case. I'le 
bulk of the sSpplies for the plant are to be made by the firms who 
I constituted the consultants. 

; BHTLAI 

So far as the Russian Project estimate for Bhilai Steel Plant was con- 
cerned it was stated that it was virtually the suppliers quotation for such 
machinery and equipment, as was proposed in the report, for supply from 
the Soviet Union. The estimate of Indian costs was stated to be based on 
certain assumptions and was in no sense a quotation. It was however 
explained that the estimate of Indian costs out of the total estimate of Rs.l !() 
crores given in the detailed project report was examined by tire Consultants 
to the Ministry, viz., the International Construction Company, and the Civil 
Engineering Adviser to the Ministry of Iron & Steel, who were satisfied that 
the assumptions made were reasonable. 

The Committee observe that in the case of the Bhilai project the esti- 
mates of the cost of construction equipment and of temporary works and 
structures required for construction went up by Rs. 15 crores. It was stated, 
in this connection, that no figures were given for that item in the detailed 
project report and that it was shown as one of the seven items excluded from 
theestimates. The Committee wonder how items of the value of about Rs, 1 5 
crores came to be excluded from the project report. Thev would sunuesl 
that the cost of the six other items, which were excluded from the origin til 
estimates, might also be worked out and indicated. 

DURGAPUR 

As regards the Durgapur project, it was stated that the initial estimate 
for plant and machinei-y to be imported from the U.K. was to be subjeei 
to' an increase of not more than 5 percent in certain sections, in the final 
quotation. .Further the figures for erection, civil engineering, sliipping and 
transportation given in the original estimates were the contractor’s prelimi- 
nary estimates since Indian Steel Works Construction Company had indicated 
that it was not possible to estimate these costs in detail within the limc 
available. The Committee observe that the increase in the cost of supplies of 
plant and equipment To.b. (Rs. 5.99 crores), the sterling component of tech- 
nical services (Rs. 3.37 crores) etc. exceeds 5 per cent of the foreign exchange 
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co!iiponeii.t. of the revised estimate, and, therefore, doubt wlietlier the coiidi- i 
tioii that the increase would not be more than 5 per cent has been fulfilled. I 
They would suggest that this matter, might be examined and the scope for | 
reducing the cost of the project in this direction explored. They would also 1 
like to be assured that there is no likelihood of large variations in the | 
estiinaies on, account of Indian cost. I 

Thus the reasons for the rise in the estimates of projects which have ,i 
gone lip by 33 per cent at Rourkela, 18 per cent at Bhilai and 20 per cent at : 
Diirgai)yr between 1955 and 1957 are not entirely satisfactory. No satis™ : 
factory reason also exists for not preparing originally estimates for a large : 
iHiniber of items amounting to about Rs. 120 crores. The Committee were | 
informed by the Secretary of the Ministry that the existing estimates were not : 
fina! and that the latest revised estimates were under preparation.'*' Ail ! 
this would siig^st that proper care had not been taken in preparing the plans : 
and esti:ni,ates for the projects. The Committee consider it regrettable that l 
the Consultants who have been appointed at an estimated cost of about 
Rs. 10 crores for giving the pkns and estimates of the projects did not give 
firm and accurate estimates of the costs of the respective projects and that the I 
Government did not ensure their timely submission for their own 
information as well as that of Parliament. 

lii this connection, the Committee feel that the practice of first present- I 
iiig partial and approximate estimates to Parliament for initial sanction and 
then asking for supplementary funds on a substantial scale gives a false : 
picture of the cost of the work proposed to be undertaken since it does not 
enable Paiiianieiit to appreciate the economic aspect of the investment which 
ilic} are called upon to make for that project. Besides, in such cases the : 
subsequent increases have often to be agreed to almost helplessly in view of ; 
the investment that has already been made. They, therfore, urge that I 
Go\ernmcnt should before approaching Parliament for approval of a project, i 
prepare and indicate realistic and firm estimates of all financial requirements j 
which might not vary much except for unforeseen changes in general j 
economic conditions. I 

i 

REVIEW OF ESTIMATES j 

One of the duties of tlte accounts organisation at each project is to | 
conduct an annual review of the finaitcial estimates and forecasts of the pro- ! 
jeel and submit the same through the General Manager to the Government I 
of India. The Committee were informed that in actual practice no annual | 
reviews have been prepared so far. However, monthly and quarterly | 
progress reports are being received by the Company which were forwarded I 
to the Ministry of SteeC Mines and Fuel, and thereafter to the Finance i 
Ministry. The Committee feel that it would be desirable to prepare Annual | 
Reviews also, since the monthly and quarterly Reports could not possibly i 
contain a comprehensive and an overall picture of the financial position i 
for the whole year. The importance of such periodic reviews, particulariy j 
in respect of big projects, cannot be over-emphasised since they serve as an | 
instrument of financial control for the top management, the Board and the | 
Government and also help in the assessment or progressive performance i 
against estimates, particularly in the case of the steel projects, the costs of [ 
which have been mounting. The Committee, would therefore, urge greater | 
attention to the preparation and scrutiny of financial reviews. | ■ 


♦The Committe were on 7-1-59 informed that there would not be any need to 
revise the estimates of Rs. 439 crores for the steel plants proper and that what was not 
final was the impact on the cost of the plants on account of escalation. It was 
admitted, however, that the estimate of Rs. 120 cror^ for ancillaries was not final. 


APPENDIX VIII 


A NOTE ON THE COST CONTROL DOCUMENTS 
I USED AT THE HINDUSTAN AIRCRAFT LTD. 

i Statements are daily sent by the Time Recorders to the sho|xsupervisors 
i drawing their attention to all jobs on which the time expended is dispropor- 
j tionate to the estimates. Monthly statements are sent to Management and 
I concerned Divisional Heads showing the actual man-hours expended on the 
I projects in comparison with the estimates. Variation in materia! coiisiimp- 
I tion is pointed out in the form of typed statement. 

I Operation statements are sent every month to Management. Divisional 
I Heads and Branch Chiefs showing expenditure incurred for the departments 
under them under various heads. Comments are given on any abnorma! 
variations and investigations are made with a view to take prompt remedial 
action. 

Ill addition to the above, the following statistical control dociimeiils 
I are sent every month to Management and all concerned : 

I 

(a) Absenteeism {Direct Department) 

Along with the figures for the month, the a\%rage for the previous 
year is also shown for purposes of comparison. 

{b) Cost of defective and spoilt work 

The loss under this head is analysed under the various causes 
VIZ., operators’ and supervision fault, material fault, etc., based on 
the remarks given by Inspection Department. 

I 

j (c) Avoidable lost time 

The avoidable lost time is analysed under want of work, want of 
materials, machine breakdown, etc., based on the entries given on 
the Time Docket 

(d) Overtime 

Along. with the overtime %ures for the month, the average for the 
past year is also given for the purpose of comparisom 



APPENDIX IX 


EXTRACTS FROM THE REPORT OF THE ENQUIRY 

COMMITTEE ON THE WORKING OF THE GOVERN- 
MENT OF INDIA RAILWAY COLLIERIES, 1951, P. 68. 

it is one of the recognised principles of book-keeping that expenditure 
shall be taken into account in the period to which it relates but in these 
collieries it would appear that expenditure is charged against cost during the 
iiionth in which the bills are passed. This causes considerable inaccuracy 
and variation in monthly cost. 

No provision appears to have been made for liabilities of an extra- 
ordinary nature such as arrears of payments under the Conciliation Board 
Award which dates back to 12th May 1947 or for arrears of payments due to 
revision of the salary scales of monthly-paid personnel. 

There is no provision for spreading the cost of heavy replacements 
such as wire ropes (for haulages or winding engines) over a period commen- 
surate with the working life. 

Subject to the above it would appear that although there is comparative- 
ly little difference between the accounting systems followed in the Railway 
caliieries from those followed in private collieries there is one outstanding 
difference in practice. In the private collieries cost and other control 
accounts appear to be produced within a few days of the end of each month 
so that undue differences in expenditure may receive early attention and 
possible economies affected with the minimum of delay. Whereas in the 
Railway collieries by the time these accounts are received by the Chief 
Mining Engineer it is often too late to take remedial action. 



NOTES 


APPENDIX X 


Principal points about the Incentive Bonus Scheme used ' at the 
Chittaraiijan Locomotive Works: 

With a view to encourage workmen to use their skill and effort to the 
advantage of themselves and to the Railway Administration, it has been 
decided to introduce a scheme of payment by results in these Works. ^ A 
beginning in, this direction will be made in respect of piece-work jobs 
com.menced on and from 16.12 1954 in the Cylinder Section of General 
Iron Foundry (014,018), Spring Section of Forge and Smithy Shop (035) 
and Bar Section of Light Machine Shop (073). The scheme will be extended 
gradually to other shops as and when the conditions precedent are 
established. Following are the main features of the scheme : 

(1) The allowed times are so fixed that a workman of normal ability 
may be enabled thereby to earn 33.1/3% over and above his basic 
wages in respect of the period spent on piece-work jobs. 

(2) The mean of the prescribed scales of pay applicable to Unskilled, 
Semi-skilled, Skilled, Highly-skilled, Mistries and Chargemenwill 
be taken as a standard basic wage of each of these classes of 
workers for the purpose of calculating the piece-work results. 

(3) The ceiling limit on profit is fixed at 50% of standard basic wages 
as detailed in sub-p.ara (2) above, earned in respect of each piece- 
work Job. 

(4) Supervisors of the level of Chargemen and essential indirect 
workers will participate in piece-work profits subject to their earn- 
ings being restricted to 80% of the average percentage of profit 
earned by direct workers supervised by them. In the case of 
Mistries, however, they will be paid 100% of the average percen- 
tage of profits earned by direct workers under their control. 

(5) The basic wages of all workers are guaranteed irrespective of their 
piece-work results, but losses during any particular month will be 
adjustable against the profits of the same month. 

(6) Hourly rates of pay for calculating piece-work results will be based 
oil 208 man-hours per month throughout the year. 

(7) All cases of abnormal profits (above 50%) and those of losses will 
be investigated by the Administration (Rate-fixing Section) for 
necessary remedial action. 

(8) The Administration reserves the right to vaiy the standard timings 
of new and faster machines are installed or other time-saving devices 
are introduced and also if there is any error in computation or i n 
printing. 

(9) In case an operator changes the method, of manufacture on his 
own initiative resulting in quicker production and intimates the 

’ method to the administration, lie will be compensated by the grant 
of a reward equivalent to corresponding expected saving in stan- 
dard basic wages for six months if on investigation it fs found to 
have the advantage claimed, and the allowed time will be changed 
accordingly. In cases, however, where the methods are changed 
by the operator without bringing to the notice of the AdminisLa- 
tion resulting in quicker prod^uction, they will not be entitled to 
this reward and the Rate-fixer will be authorised to alter the 
allowed time immediately. 
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(B) STANDARD OF BUDGETING (Page 24) 
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(C) PRODUCTION-— TARClEr AN1> ACTUALS (Page 29) 
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(E) BREAK UP OF COST OF PRODUCTION (Page 34) 
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1952- 53 69.71 35% 45 lakhs 

1953- 54 80.29 56 % 36 lakhs 

1954- 55 87.7 82%, 15 lakhs 

1955- 56 95.5 9l'% 9 lakhs 

1956- 57 107 112'% 



(Gj UTILISATION OF MACHINERY (pMgc 37) 

(Shop-wise) 
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PEISONNEL MANAGEMENT 


By 

S. S. JAGGIA 

Mairngifig Director^ Hmdustan Insecticides Ltd., New Delhi. 

Personnel Management occupies an important place in any Industrial 
Organisation. With the rapid industrialization of the country it has of 
late assumed an added importance in India. The connotation of the term 
is so vast that it is well-nigh impossible to discuss all its aspects within the 
compass of this brief write-up. Notwithstanding the vigorous efforts to 
define definite policies to govern it, Personnel Management still sails, as 
it were, on an iiiicliartered sea in a rudderless craft. 

Personnel Management covers, a., very., vast field of activities in an 
Industrial Undertaking! nahiely: 

(i) Determination of .Manpower requirements; 

(//) Sources of supply, selection, i.nterviews, tests etc. of Labour 
& Executives; 

(///) Their placements, transfers, p.romot.ions. training, merit- 
rating "etc.; 

(iv) Wage-structure and other allied problems of remuneration; 

(v) Job Evaluation; 

(vi) Union-Management Relations; 

(vU) Grievances of Labour; 

(yili) .Disciplinary Actions; 

(lt) Security Measures; and 

(.t) Research etc. 

By .far the most important aspect of Personnel Management today 
is what in ordinary parlance is, known as ‘Labour .Relations’ i.e., relations 
between the Labour and the Managem,eiit within the confines of a given 
factory or office. 

The chief function of. the Personnel Manage.ment according to an 
eminent American, authority on the subject lies within the field of Planning, 
Organizing and controlling various operative functions of procuring, deve- 
loping, maintaining and utilizing a labour fo.rce. This has to be done in 
such a way that the objectives for which the Company is established are 
attained.,, economically a,nd effectively and those of all levels of personnel as 
.well as the community at large are served to the highest possible degree. 

, The d,.ischarge .of these functions which, is-' the re.sponsibility of the 
Maiiage.meiit' involves the, whole question of ■ 'Management-Labour relation- 
s'Mp. ' The .en.tire .programme and , .policies of the .Management ' have to be 



j directed to produce a relatively effective and satisfactory labour force, i 
use the word ‘relatively’ as the ideal of a labour force being entirely contented 
with nothing to grouse about is, in the present-day conditions, more or less 
chimerical and almost impossible of achievement. 

This problem of Labour-Management relationship is more difficult 
and complicated in India where the economic conditions are sub-normal 
and unemployment problem so acute. The transition stage through which 
we are passing in this era of Industrial Revolution further aggravates these 
difficulties. Government is doing its best through Labour Legislation, Labour 
Conferences, Seminars, Study of conditions in other industrially advanced 
I countries, encouraging organisation of well-knit Labour Unions, enactment 
j of Codes of Discipline and numerous other measures to improve the lot of 
labour but the position so far is far from satisfactory. 

In general, relative success attends such efforts in certain better 
managed companies but it cannot be gainsaid that conflicts and disargrcc- 
ments tending to disturb relations between Management and employees 
keep on arising almost all over and it is precisely such situations as constitute 
I a test of Mana^ment’s capacity and statesmanship to resolve the differences 
I and restore In^strial peace and concord. 

I A great deal of effort is necessary to maintain the labour relations at 
a level which secures desired aims in the realm of productivity. The Labour 
I Education Scheme is a step in the right direction in this context. This 
I Education will go a long way to increase productivity, to safeguard success 
i of the working of the Companies and to increase personal satisfaction of the 
I individuals themselves. 

I The present organizational set-up implies a sort of contract as between 
I Labour and Employers. An employee sells his skill, time and willingness 
to work for certain monetary and other considerations. In the matter of 
engagement of employees, the Employer is usually in the Driver’s seat. The 
Employee is to start with an inferior or disadvantageous position in so far 
j as bargaining is concerned. As soon as he gets into strides he seeks to 
I balance the forces of bargaining through collective effort and herein Labour 
! Unions come to play their roles. Collective bargaining by which agree- 
f ments are arrived at and conditions under which Employees agree to con- 
: tribute and be paid for their services are determined, is one of the principal 
functions of the Unions. 

In the discharge thereof Unions have to proceed very cautiously. 
While on the one hand they have to safeguard the interests of employees in 
exercise of their prerogatives as their representatives, they have got to see 
that in doing that they do not lower the standard of discipline and vitiate the 
I tone of administration. 

j The recent experiment of Joint Management Councils which is an 
I attempt to infuse in the Worker a sense of responsibility and a feeling of 
i proprietorship is likely to produce very satisfactory results if only an outlook 
; of fairness and reasonableness is brought to bear on either side on matters 
I which form the subjects of discussions in the meetings of these Councils. 

j The basic watch-word of Personnel Management should be ‘fairness’. 

; It helps build the confidence of Labour. It is not enough to be fair but the 
I Managements should also appear to be fair. They should realise that as 
I men do liot live by bread alone, similarly Labour also does not live by pay- 
I envelopes alone. There is a lot to be done besides to boost up their morale. 
The Labour should be made to feel that whatever they earn is the reward 
for the effort they have put in and that their efforts are not being under- 
valued consistently with the limitations of the Concern. 

As far as possible their legitimate demands should be anticipated and 
! a humane view taken of matters relating to them. 

f This Humetn Factor plays an important part in the Management deal- 
ings with labour. 


At times the beliaviour of an individual' towards his duties or towards ; 
Management is affected by liis. -predisposition. He might be emotionally | 
upset, worried about family affairs, preoccupied with political or religious ; 
matters. All these factors tend to affect' his behaviour. In dealing with I 
such employees, the human factor has to be brought into play. The Manage- | 
meat has to bear with such cases and analyse the causes of his behaviour | 
and deal with them accordingly. Many a good and otherwise well-behaved, j 
employee is made to suffer for want of human element on the part of | 
Management in their dealings with them. This hitherto somewhat neglect- j 
ed aspect is now receiving due consideration as a result of the efforts of 
Governineiit to emphasize it. ; 

The Managements have got to remove the basic causes of unrest or 
discontent among the Employees. Good' human relations cannot be ex- ; 
pected to be maintained for as long as situations are allowed to exist which 
bring about dissatisfaction among employees on the one hand and the 
Managements on the other. 

Grievances represent a common form of Employees’ dissatisfaction 
with the Management just as disciplinary actions are indicative of Manage- 
menf s dissatisfaction with the employees. In either case, appropriate 
procedures and policies have to be established to minimize the causes of the 
dissatisfaction on both sides. 

The establishment of Grievance Committees or call them Industrial 
Relations Committees wherever they exist, tends to help matters in this 
direction by removing tensions and thereby avoiding wlmt might be called 
‘cold war’ in the field of Laboiir-Managenient relations. 

i have no doubt that the earnest efforts that are being put in both by 
the Managements and the workers as represented by their respective Unions 
would certainly bring about a substantial improvement in Industrial relations 
in course of time and bring about that measure of concord which is so neces- 
sary to step up production in the country. 

Let us not forget that in the final analysis "Tt matters not”, to quote 
Mr. L. Urwick, ‘"how great and successful a modern business may be, how 
vast its assets, how unquestioned the value of its public services and the sum 
of its goodwill, the final measure of its strength may be stated in the 
simplest terms — the collective strength of the individuals who are responsible 
for its destinies.” 


Indio Press, New Delhi. 
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PRICE POLICY 


By 

S.T. RAJA 

Managing Director, Hindustan Antibiotics Ltd., Pimpri. 

The price of a commodity, according to the old principles of economics, 
was defined as the amount of money which it will command. y\ commodity 
which sold for a high price had a Jiigh value in terms of the accepted medium 
of exchange and this price indicated and measured the values of goods in 
terms of a commonly accepted medium of exchange. This old orthodox 
definition has undergone radical changes with changes in society, economic 
values and in a period of planned economy. Similarly, it was stated that the 
price is the result of the interaction of demand and supply. If the demand 
is more than the supply the price will rise and if it is less the price will iail. 
While this principle may be largely true in a free economy, it does not always 
operate in case of essential commodities where the social needs and Govern- 
ment policy take certain steps to check undue rise in prices of commodities 
which are considered vital for the building up of the national economy. 
The question of price policy therefore has to be examined in the light of the 
modern concept of a society which has accepted planned production and 
distribution in order that the consumer gets goods and services at as low a 
price as possible with due regard to the reasonable interests of the producer 
also. The price has therefore a great deal to do with the nature of the 
commodity, i.c., the degree of its usefulness to the society, its cost of produc- 
tion, reasonable margin of overheads and profits, and what the traffic can 
bear. 

2. When one talks of cost of production, it again involves a very 
complicated system, of accounting. In order to determine what exactly goes 
into the cost of production and what is the cost of production of each given 
item at each particular stage of production, a number of things have to be 
considered. The normal items going into the cost of production and of 
sale of an article are costs of raw materials, power, processing, labour, 
overheads, depreciation of plant and equipment and obsolescence, cost of 
distribution including salesmanship and advertisement, reasonable return on 
the capital invested, etc. Cost accounting is a continuous process and tlie 
price-fixer has to be equipped with figures of cost of production at different 
stages of processing and also of the^ finished article. It is the function of 
the cost accountant to provide the price-fixer with the best possible informa- 
tion that will assist him to apply the marginal price-fixing technique. In 
order to maintain the cost of production at as low a level as possible, the 
efficiency of the plant and equipment has to be maintained at the highest 
level possible. This would mean that raw materials would have to be pur- 
chased at the cheapest price possible at the most advantageous time for pur- 
chases of such materials. The stocks of raw materials have to he maintained 
at such levels that while large amounts are not unnecessarily locked up in 
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store piirchases, low stocks on the other hand should not jeopardise opera* 
i tioiis.. Care has also to be taken to see that the maximiiin per capita output 
is obtained from the labour employed on that job. Automatiaii has its 
; obvious advantages as a labour saving device; but jn. a country like India, 

: a golden niediiim has to be struck between automatic imachiiies and eniploy" 

; meiit potential, because industrialisation while increasing the national wealth,^ 
' has also to play an important role in providing jobs and ' opportunities ol: 

I eniployinent to the growing millions of the country. As the aim, of our Cons- 
: titiition Is to 'provide equal opportunities and better standards' of living to the 
people of this country, the Public Sector factories .have a special respoiisibi* 

: lity ill this matter not only to provide as many jobs as possible^ but also 
: to seta pattern for efficiency and labour- welfare for other industries in, the 
private sector. It is for this reason that amenities .like housing, .free ediica- 
1 tioii, free medical aid to the workers and their families, siiihcient leave ^aiid 
; opportunities for 'rest and recreation and similar ot,her ame,nities are provided 
I in a large measure by' the Public Sector factories. This policy, ii,atu,ra.ily 
I involves greater expc'nditue and some ^ of it might appep unproductive^ in 
i as imidi as it 'ca,n'not be directly co.nnected with any particular plant, eqiiip- 
; m,ent or process of m,aixufacture.' It, however, gives a very va.luab!e, thougii 
I not tangible, return in the shape of greater satis,factioii of the worker and 
I hence improved efficiency. All these items of amenities naturally go into the 
I cost of production and it is therefore necessary to ensure that the workers 
I who enjoy these benefits of relatively higher wages and amenities, also give 
! better and higher output. This would depend largely on the realisation on 
I the part of the workers and the extent of co-operation that they and iheir 
I Unions are able to extend to the Management. 

I 3. While talking of efficiency of production, considerable attention 
I has also to be devoted to the quality of products. For this purpose stancl- 
i ards have to be laid down and rigidly enforced under a system of strict ins- 
■ pection. Jn this direction, the Indian Standards Institution has been doing 
! extremely useful work. Various testing stations set up by the Government 
, as well as by other agencies have also been playing an important role. VVhal 
, is however required is an extremely competent independent and strict 
inspection, unit in each manufacturing concern; and no article should be 
' allowed to leave the factory unless it has been severely tested and passes ail 
: the tests. 

It is not easy for a manufacturer to resist the temptation of pushing his 
goods into the market as rapidly as he can make them. Such templationh 
would be all the greater if the commodity is in considerable demand and 
there are pending orders and reminders from customers. The lure of quick 
sales and early realisation of cash coupled with the desire to fulfil the demaiids 
as early as possible, very often lead the manufacturer to close his eyes to the 
vital need of strict inspection and to go ahead with the despatch of goods 
even at the risk of deterioration of standards. The nuimifacturer who 
cares for his own reputation and that of his products, must resist ihesc 
temptations and reject any article which does not come up to the requisite 
standards, in the pharmaceutical industry, and more particularly in case 
of a life-saving drug like Penicillin, we have been doing this wiihoui any hesi- 
tation. If reputation is once lost, it would take many years to build it up 
again. It is for this reason that we have placed the Quality Control Depart- 
ment directly under the Managing Director, manned it with competent and 
experienced scientists and told them that even in case of the slightest doubt 
they should reject the goods rather than take a chance of losing, the reputation 
of the company or endangering human life. 

4. Once efficiency and quality of production have been assured, 
the next question having a bearing on the price is that of distribution includ- 
ing sales, sales promotion, and publicity and the margin for distribution cost 
to be included in the price. This varies from industry to industry. In a 
heavy engineering industry producing a few units, the margin per unit would 
naturally have to be higher. ^ in a light consumer indusli-y producing hun- 
dreds of thousand of units of consumer goods, tlie margin might be smaller 


because live o\-'erall profits on a large turnover will be more. There are how- 
ever certain coiisiiirier goods industries where the' margin has got to be 'fairly 
high due lo the \ery nature of the activities, involved. An outstanding 
example of such an, industry is the Pharmaceutical industry. There,. may 
perliaps be a,ri_!:mpression. in the public mind that the Pharmaceutical industry 
charges exorbitant prices for its products and thus indulges in profiteeri,og. 
This impression, perhaps. igno,res the fact that such industries, in order to 
re,main in the .market, have got to maintain extremely efficient and e,xpensive 
research and development units. The invention of a new medicine or drug 
would necessarily involve a long, and patient period of research and large 
expenditure. Out ,of a hundred or more researches on liand, perhaps o,ne 
might prove siiccessfii! and even that successful research .might not be 'fo'und 
coniiiierdaliy profitable as a result of' 'some other maixu'.factiirer obtaining 
better results or having succeeded in publicising his products better. As 
drugs become out of vogue, and diseases develop resistance to a particular 
drug, .new drugs and .remedies superior to t.he previous o'nes .have got to be 
.found. , 'Moreover, a .iiianufacturing process has. to be evolved and adopted 
by a system of trial and error and a lot of work in the laboratory. The 
Pilot Plant operations in the initial stages, have to be, done for obta'ining 
reasonable yields .from new raw materials. Once mass production by 
rational met hods starts, the price of these d'rugs decreases considerably. 
Penicillin is an o'iitstandin.g example of such.- a process. When it was 'fi...rsi 
invented, it cost a fortune and its sto'rage under refrigerated co.nd.itio,ns 
was a problem. '.Now' it 'sells as cheap as about 50 iiP. for an average vial 
'wh.ich any o.rdinary man can purchase. When the present 'Peiiiciili'!'! 
"Factory at Pimpri was planned, the cost of production, w'as estimated at 
'R,s. 1.25 per mega unit in. bulk wliicli was comparable to the international 
price prevai'iing at that ti,me. Since then the technique of peo'icillin produc- 
tioii has been so .much revolutionised as a result of further research tliat it 
ha.S'been possible to obtain, 'much higher yields duri'ng the process of inaiiii*- 
factiire. 'This has naturally .resulted in substantial reduction both in tlie 
internal and international price of this drug. . The sa,me penicillin, is at 
present selling in bottled form at an approximate price of about 50 nP. 
for an average packing which would mean that the cost of prod'iictioii would, 
be still less. Similarly,, its bulk price in the international m,a,rket lias go,ne 
down to less t,han Rs. 0.25 per mega unit. This would illustrate the point 
that once production stabi.lises in case of an i,mporta,nt 'drug in the pharnia- 
ceiitical i,'ndLi,stry and it has good prospects of holding the market for a reason- 
ably long time, the prices are bound to fall substantially. 

Ill addition to the expenditure on research, provision has to be made 
in certain iiid'ustries for obsc!esce.nces of the plant and machinery. ,For 
example, .if a new a.!id more potent drug is discovered or if a biological, 
product is economically, synthesized, substantial, changes in, plant or even, 
replacement of the entire plant may have to be carried out resulting in the 
i,nvestme,n.t being rendered partly, or wholly infructuous.' . This is happening 
almost every day in many industries and the problem has to be faced and 
tackled as and. when it arises. Every such maniifacturer therefore has lo 
lay aside a substantial amount to provide for this contingency and to use it 
as and when necessary. 

5. A third factor which has to be provided for in the calculalion of l he 
price, is the expansion programme for the plant and equipment. As llic 
public demand for these products grows, factories have to expand their pro- 
duction not only in the particular branch of production in which they are 
engaged but they have also to take up other products of an allied nature 
which could also be produced economically and thereby benefit the industr\ 
as well as the public. Funds for such expansion and production of-allied 
products can be found either by increasing the share capital, borrowing funds 
by issuing debentures or taking medium or long tenn loans or by utilising the 
reserves of the existing plant. The first system of floating 'further share 
capital would increase the burden on the factory for a long period and would 
also make an inroad on the capital available in the market, which is iu\ 


I expaiidiiig economy of. a country like ours, i.s not always adequate. The 
I second systeni of floating debentures or taking loaiis would also involve 
I pay,m.eiit of interest and an added obligation on the factory. The ^ rates of 
I interest for these loans would naturally be higher than those at which these 
I lending institutions themselves would be borrowing. It is therefore advis- 
i able to build up general reserves for capital expansion of the project and to 
i utilise these reserves of the factory itself for its^ future develop.m,eiit. The 
I national policy of taxation should also be framed in such a way that it would 
I encourage production units to accumulate larger and larger reserves for 
I development and to distribute only such amounts as divide,iids as would be 
! commensurate with the normal returns on capital investment in the country 
I and thereby help capital formation for the future expansion of the country. 

I Any factory therefore including in its price a reasonable margin for future 
I expansion without unduly upsetting the price structure, of the country, should 
I be considered to have taken a step in the right direction and be encouraged to 
I do so. It should not be difficult to ensure that the funds earmarked for expan- 
sion and development, are utilised for that purpose only. The Coinpaiiy 
Law Administration or Income Tax Administration or the Ministry of Com- 
I merce and Industry in the Development Wing, would be the proper agencies 
I to ensure correct utilisation of such funds. Provision in the price structure 
; for future development is all the more necessary in a Public Sector factory 
i where the required funds naturally come from the taxpayers’ pockets. ^ If 
: adequate funds are not available with the factory, Government has to find 
them by resorting to further taxation. 

6. While it is extremely difficult to lay down hard and fust rules for a 
j progressive price policy in a country like India in relation to the various goods 
I and services produced by the various concerns, certain fundamental princi- 
I pies and policies can be of guidance both to the Government and to the 
I Industry for evolution of a proper price policy. 

I (a) Once the gost of production is brought do wn as low as possible 

as a result of increased efficiency and production and without 
I adversely affecting the standards and quality of an article, 

I a substantial portion of these benefits should be passed on to 

I the consumer. 

(A) Certain portion of the benefits of this increased efficiency and 
lower cost, should also go towards increasing provision for 
obsolescence and depreciation of plant, welfare activities for 
the workers and future development. 

(c) Assessment of cost of production being a continuous process, 
revision of prices at suitable intervals also becomes a normal 
activity of a progressive industrial undertaking. In working 
out these price reductions, the Board of Directors or the 
policy-making body has to consider carefully the incidence 
of various other factors even after a scientific cost accounting 
is done and placed before them. 

(d) After having carefully fixed the price based on the above 
principles, the announcement of the price reduction should 
not be made at frequent intervals or too much before the 
effective date. At the same time reasonable time has to be 
given to the public and to the distribution agencies for adiust» 

I ing their sales to the revised situation. Too many and too 

I frequent changes, even if the prices are to be reduced, instead 

I of being appreciated by the public are likely to shake their 

I confidence in the price structure and might adversely affect 

■ sales,' ' 

I (e) Widest possible publicity has to be given to the revised 

I prices in order that the information reaches the consumer 

I in every part of the country. A debatable point in this 

! connection is whether it is possible for all producers to fix 


on© or more consumer prices for the country as a whole and j 
to ensure that every consumer even in the remotest part of i 
the country will get the product at that price. This is indeed : 
a very tall order especially in a vast country like India, where | 
channels of transport and communications are not always I 
developed in equal proportions. If local shortages develop, | 
the economic principle of demand and supply would start | 
operating in spite of the fixation of a consumer price. More- | 
over, while a producer may have certain influence and control I 
oyer^the dealer or the wholesaler at certain points of his ! 
distribution pipeline, it is not always possible either for the i 
distributor or the producer to force the retailer to charge a | 
particular price to the consumer. Even if such an agreement 
is taken from the retailer, it would not be worth the paper on 
which it is written. In case therefore of commodities consi- 
dered most essential for the life of the community, nothing 
short of an ordinance or law like the Essential Commodities j 
Act would achieve the object of price control. Price stabili- i 
sation, however, can be achieved by fixing a trade price and | 
maintaining adequate supplies. I 

7. Summing up the position, Government of India, which aims at | 
a socialist pattern of society, has adopted a policy of progressively bringing | 
down the prices of goods and services wherever possible and they are able to i 
do so with greater speed in the Public Sector factories over which they | 
have a direct control. This enlightened policy is sought to be implemented ; 
by encouraging production, maintenance and improvement of high stand- 
ards of quality of the goods, permitting adequate provision for depreciation 
and development of the industries, promotion of increased labour welfare 
activities, permitting reasonable return on the capital investment and pass- ; 
ing on the benefit of the increased efficiency and lower cost of production : 
to the consumer. ] 
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Paper No. 15 


INCENTIVE WAGE SYSTEMS 

By 

S. RATNAM 

Officer on Special Duty, Ministry of Commerce and 
Industry, New Delhi. 

Systems of wage incentives fall into three broad categories : 

(1) Wages regulated on piece work; 

(2) A basic wage for an agreed output to which is added a bonus 
proportionate to additional output; and 

(3) A bonus payable on the output of a group. each member of which 
draws a separate basic wage. 

I am excluding from consideration in this article all systems of profit- 
sharing bonuses which though they act as incentives to improved production 
are not necessarily devised to make the individual worker put out his best. 

The method of remunerating an industrial worker on a scale propor- 
tionate to his daily oiitput without a guaranteed basic wage can appropriate- 
ly be applied to those industries where intemediate products can be stored 
or disposed of separately, should imbalance of overall production occur 
as a result of certain workers proving to be more diligent than others. For 
instance if the labour in the spinning section of a composite textile mill works 
more assiduously than say the workers in the warping, sizing and weaving 
sections it would be possible to sell the surplus yarn or stock it till such time 
as the weaving section provides a remunerative outlet even if overtime work- 
ing is undertaken. An unmodified piece work wage scheme cannot be 
successfully employed in industries other than the ones of the type mention- 
ed. As none of the public sector undertakings is of this type, consideration 
of piece work remuneration may be ruled out. All the State undertakings 
have been set up to turn out a final product and disposal of output at 
i II termediate stages is not contemplated. 

The second category of superimposing an incentive wage addition on 
a basic wage is not suited to industries producing engineering goods. The 
basic wage is initially set to conform to the rates obtaining in the locality for 
the class of w^orker concerned. The strength of the production line is so 
planned that the sum total of the output for the basic wage produces an 
Integra! number of finished units. An incentive wage dependent on the 
individual worker’s additional output over the base may result in uneven 
output of components which may not all be used in the assembly of an inte- 
gral number of finished units. In such a case the surplus components can 
be issued for sale as spares or stacked for future assembly. Correctives 
can always be applied to balance the availability of components by allowing 
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overtime. The chief merit of this system lies in the fact that the generality 
of workers will tend to maximise earnings. When overall increased ^ effi- 
ciency is reached an upward adjustment in the basic wage related to a higher 
norm of production will be a desirable sequel. 

j In certain types of industries, principally chemical, where an assess- 
I ment of the output of the individual worker is impossible, a group boiiiis 
I to workers tending to a section of the plant may provide the incentive neces- 
I sary to improved production. The improvement may evidence itself either 
j as an increase in output or as an economy in the use of stage raw materials or 
I both. It would be best to let the group leader do the distribution of any 
I bonus earned to the members. The management would have already set 
the basic norm and the ,rate at which the bonus would be calculated on 
improved production. 

It has to be realised that factors like habits of and opportunities for 
spending (including saving), and the outlook on life of the worker set limits 
to the extent to which the worker will go in order to profit by any incentive 
wage system. Incentives have to be provided in order to induce the Indian 
worker to profit to the maximum extent by any incentive wage system laid on 
for his and the industry’s mutual benefit. It is common knowledge that in 
an industrially advanced country the most potent of such incentives driving 
a worker to bring in a higher earning on pay day is provided by the commit- 
ment on hire-purchase instalments of household goods which the worker’s 
wife has committed herself to in advance. 
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SOME ASPECTS OF THE MANAGEMENT OF PUBLIC 
INDUSTRIAL ENTERPRISES IN THE ECAFE REGION 

By 

M. AYUB 


, GENERAL 

This working paper suppiements the country papers and papers froni | 
governments of the countries in the ECAFE region for the United Nations ; 
Seiuinar on Management of Public Industrial Enterprises, to be held at New | 
Delhi in December 1959. In addition to the material received from the parti- 
cipating countries, and numerous publications of the United Nations, : 
the author relied upon his working experience of industrial development in i 
India and Pakistan, and his observations of the conditions obtaining in 
Burma, Ceylon, Japan and Thailand. 

The paper is neither exhaustive nor comprehensive, but merely attempts 
to identify some of the general problems in the management of public indus- 
trial enterprises in the ECAFE region, and to suggest some of the remedies 
which have been found effective in one or the other country of this area. 
Emphasis has been placed on the practical, rather than the theoretical, 
aspects of industrial management, in the hope that this approach miglit ; 
stimulate discussion and enable participants in the Seminar to describe the : 
difficulties they themselves encountered and to explain how these difficulties i 
were overcome. It is fully realized that, while the basic problems of indus- 
trialization might be similar in most of the countries of the ECAFE region, j 
it is not always easy to prescribe uniform remedies applicable to all cases. 
Modifications and adjustments are necessary to suit the political, economic 
and administrative conditions of each country. Moreover, experience in 
the management of public industrial enterprises in south Asia and tlie Far 
East is Still limited, and it would be incorrect to dogmatize on the basis 
of the experience gained in the past one or two decades. 

Until the Second World War, most of the countries in the ECAFE 
region were predominantly agricultural. Large-scale industrial develop- 
ment was either non-existent or of limited imporlance. During the Iasi 
fifteen years, a concerted attempt has been inade to make up for the neglccl 
of the past, and to develop the industrial potentialities of these countries. 
This effort has been made both in the private and in the public sector. The 
point to note is that, despite the differences in political background or econo- 
mic organization, the public industrial sector has recorded continuous grow th 
in the post-war years. The accompanying table gives some idea of planned 
public expenditure on mining and manufacturing enterprises. The data 
are derived from the current public pltns of the countries concerned, and it 
is more indicative of the plans rather than their implementation in full. 
The volume of investment is somewhat different from that planned, owing 
to foreign exchange shortage, rising costs of equipment, difficulty of securing 
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in reflecting the growing investment and the positive role envisaged for the 
public industrial sector in many countries of the region. 

The reasons for the establishment of public industrial enterprises have 
varied from country to country. Ideology has obviously contributed to the 
expansion of the public sector in mainland China. Acceptance of a social- 
list pattern of society in countries such as Burma, India and Indonesia has 
influenced the growth of public ownership of industry. At the same time, 
private enterprise continues to play an important role. In some countries, 
it is considered necessary that monopolies and public utilities should normally 
belong to the State. In a number of other countries, such as China : Taiwan, 
Indonesia and southern Korea, the Government has taken over the indus- 
tries belonging to the former ruling powers. But in most of the region, 
the main justification for state intervention has been the fact that private 
I enterprise has been unwilling or unable to undertake large, or relatively un- 
I profitable, industrial ventures on its own, and that speedy industrialization 
j in these under-developed areas could take place only as a result of the 
I initiative and active e&rt of the governments themselves. 

Planned Public Expenditure 
(Millions of national currency units) 


Country 

Tlan period 

Total 

Miniiig and 
manufactur- 
ing industry 

Pereen- 

tage 

Afghanistan 


10,062 

1,170 

11.6 

Burma 

1956/57-1959/60 

2,512 

307 

12.2 

China : Taiwan 

1957-1960 

12,327 

5,884 

47.7 

Mainland* 

1953-1957 

83,805 

32,933 

39.3 

Federation of Malaya 

1956-1960 

1,138.5 

17.3 

1.5 

India 

1956/57-1960/61 

48,000 

8,900 

18.5 

Indonesia 

1956-1960 

12,500 

3,125 

25.0 

Nepal 

1956/57-1960/61 

330 

19 

5.75 

i Pakistan 

1955/56-1959/60 

9,350 

1,620 

17.3 

Philippines 

1957-1961 

1,860 

433 

23.3 

Viet- Nam, southern 

1 

1957-1961 

17,500 

1,600 

9.1 


* Referring to government development expenditure. 

Note: (!) Figures are provisional and subject to revision, and are taken as far 
as possible from the published plans. 


The agencies for the establishment and operation of public industrial 
enterprises have varied from country to country. The most common forms 
in vogue are departmental enterprises; public companies controlled by 
governments owning the majority of the shares; and semi-autonomous 
I corporations financed and controlled by the State. Their efficiency and 
; financial soundness have varied from indust^ to industry, and from country 
I to country. By and large, public corporations have been found to be the 
I most suitable agency for the management of public industrial enterprises. 
I since they provide the requisite amount of government control and yet give 
I the flexibility and discretion needed for the successful operation of a busi- 
i ness concern. 

I It is not possible, in a short working paper, to describe the achieve- 
ments in the field of public industrial enterprises in the ECAFE region, 
or to examine, in detail, the experience of each country. This information 
will be found in the country papers and other basic documents to be circulat- 
; ed at the Seminar. It will, perhaps, be more profitable to concentrate on the 
: manner in which most of the governments of this region have, in practice, 
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managed their public industrial enterprisesj the obstacles that have been 
faced, the manner in which they have been overcome, the defects and defi- 
ciencies that jiave become' apparent,' and the extent to which the less fortunate ■ 
countries might benefit from, the experience of those t.hat .have had some ! 
success in the development of industry in the public sector. 

Public industrial enterprises in the ECAFE region have been criticized ! 
on the ground that several of the projects were not properly surveyed and J 
investigated, that cost estimates were inaccurate, that sufficient care was i 
not tahen in the selection and installation of the plant and machinery, that i 
government control hampered the efficient operation of the factories, and 
that, in most cases, the staff* had neither the qualifications nor the training 
for efficient operation. Consequently, many of the state-owned projects are i 
alleged to be working at a loss, and the only sensible course'fbr these govern- ^ 
ments was to extricate themselves as quickly as possible and transfer these 
industries to private management. It is possible to cite instances from the 
various countries of this region in support of one or more of these criticisms, t 
but, taken as a whole, the picture painted is too gloomy and biased. It : 
would be equally easy to prepare a catalogue of public industrial projects 
which have achieved notable success despite heavy odds. The indictment 
also overlooks the fact that, in the conditions obtaining in most of these 
under-developed countries, private enterprise could not have done any better. 
In fact, in the absence of state intervention, no industrial development 
would have taken place at ail. The solution lies in improving the manage- 
ment practices of public undertakings rather than in curtailing the growth of 
the public industrial sector. 

SURV,EYS AND iNVESTiGATIONS 

It is often said that there has been a tendency, in the ECAFE region, 
to set up publicly owned industries in a haphazard manner, and that projects ‘ 
are not adequately surveyed and investigated. There is some force in this ; 
contention. In their anxiety to industrialize rapidly, and to catch up with 
the West, a number of governments in the ECAFE region have gone ahead 
with new industries without a comprehensive survey of raw materials, the 
availability of suitable factory sites, power, water, transportation, skilled 
labour and of the other components that go to the making of a successful 
industrial venture. * Consequently, some of these projects are poorly engi neer- 
ed, while others are technically, economically or financially imsound. 

Apart from the need for a comprehensive and well co-ordinated econo- 
mic development plan, a prerequisite for successful industrialization of 
iinder-developed countries is a survey of industrial raw materials and other 
necessary facilities. After the industrial investment opportunities have been 
identified, it is necessary to carry out detailed investigations into the technical 
feasibility of each project, and to prepare a comprehensive project report 
dealing with the suitability of the proposed factory site, the availability of 
raw materials, skilled labour, and other services and an assessment of the 
economics of the scheme. Particular care should be exercised in the prepa- 
ration of estimates and the layout design and specifications of the plant. The 
greater the care exercised at this stage, the greater are the chances of 
the project proceeding smoothly and becoming a sound and profitable 
undertaking. 

To facilitate survey and investigations of projects it would be lisefu! 
to provide the public corporation or other agency set up for this purpose 
with a revolving fund to be recouped as and when a project is finally approved 
by the Government. This device has been successfully used by the Pakistan 
Industrial Development Corporation for sponsoring a number of suitable 
industrial projects and undertaking any proposal which meets with govern- 
ment approval without any unnecess^ loss of time 

The problem of location of new industries merits careful consideration. 
While public authorities must necessarily give due weight to all relevant 



NOTES technical and economic considerations which influence a private entiepie- 

neur, they may also consider other factors such as the need to ensure balanced 
economic development in the country, or to assist a backward region, und to 
avoid excessive concentration of industry in a few urban centres. The 
establishment of a mill in an outlying area might be more costly than in a 
large city, but the indirect benefits which would accrue to the national 
economy might compensate for the higher initial outlay. 

i EMPLOYMENT OF FOREIGN CONSULTANTS 

There should be no hesitation to employ foreign consultants in the 
survey and engineering work relating to large or cornplicated industrial 
schemes which are beyond the capacity of local engineers. The extra 
expenditure involved in the employment of foreign consultants is more than 
i offset by the savings which will result from the selection of a proper site, the 
i accurate preparation of estimates, and the purchase of the right type of plant 
I and machinery. Great care, however, needs to be exercised in the selection 
I of competent foreign consultants and in the drawing up of the terms of the 
I consultancy agreement. Cases are known where under-developed coun- 
: tries have been badly disappointed by inexperienced and unscrupulous con- 
i sultants, and consultancy agreements have been found to be expensive and 
I somewhat one-sided. It will be of great help to the members of the 
i ECAFE region if the United Nations Economic Commission for Asia and the 
! Far East could maintain a list of suitable and experienced consultants from 
\ all over the world. This should be based not merely on their general reputa- 
I tion in their home countries but also on reports of their actual performance 
i in the countries of the ECAFE region. 

There is also a need for further study of the form and contents of 
consultancy agreements with a view to protecting the interests of the employ- 
ing countries, while retaining the necessary incentives and freedom of opera- 
tion for the industrial consultants. The more essential safeguards are to 
ensure that the consultants have adequate staff, that they have had practical 
experience in the design and erection of industrial plants not only in North 
America and Europe but also in the less developed countries of Asia, 
Africa or South America. The consultancy agreement should extend to 
j the surveying or checking the preliminary investigations already carried out 
I by the local engineers, the preparation of a comprehensive project report, the 
; drawing up of specifications, designs, and plants layout, and so on. In pre- 
: paring these specifications, care should be exercised to see that the selection 
I of the plant and machinery is not restricted to any one make or country, and 
i that a wide choice is available both in respect of quality and price. The 
consultant should also be required to assist in the preparation of invitations 
to tender and in the adjudication of the tenders received. Other provisions 
of the consultancy agreement must necessarily depend upon the nature of 
each industry, the size of the investment involved, and the extent to which 
: the country concerned is able to undertake the project on its own. Normally, 
it is a wise safeguard to have the assistance of qualified consultants in 
inspecting the plant and machinery received from the manufacturer, in super- 
vising the erection of the plant and the performance tests, the training of 
local staff and, if need be, the initial operation of the plant. In the case of 
a really large and complicated industrial venture, it might be worth while to 
; enter into turnkey contracts with the manufacturers. These contracts 
provide not only for the supply of plant and machinery and the training of 
I technical staff, but also for the operation of the plant for two or three years. 

1 To make such a contract effective, it is necessary to provide for performance 
' guarantees both in respect of the time scheduled for the completion of a 
project and for assuring rated production with a specified period of time. 

SELECTION OF PLANT AND MACHINEUII 

Some of the operational difficulties experienced by public industrial 
enterprises are due to the selection of plant and machinery not properly 
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, suited to the conditions of under-developed countries, as sufficient care | 

I is^not taken at the outset to ensure that the size of theplant is comniensurate j 
with, the potential market, and 'yet is .sufficiently large to ensure economic 1 
cost of ^production. National pride has occasionally led to', some of these | 
e.nterprises being made into expensive' showpieces. ■ In some other instances, | 
the plant was.' basically too small to produce the manuffictured goods at ! 
competitive prices. Another com.mon failing is the tendency to 'buy the I 
most modern a,nd automatic machinery available in Western countries, | 
overlooking the fact that such plant may' not be appropriate in countries i 
wlie.re labour is cheap but lacks technical skill and operating' experience, j ■ 
Wliile it is essential that modern and up-to-date machinery should be pur- | 
chased, it is no less important to ensure that the plant is suitable for the i 
climatic and other conditions of the countries of south Asia and the Far j 
East. Since most of these countries are short in foreign exchange b'lit have 
, an abundant labour supply, it would be advantageous to utilize labour- 
intensive rather than capital-intensive plant and machineiw. The saving ' 
in w^ages resulting from the use of highly automatic machinery in the United | 
States and western Europe is frequently offset in under-deveioped countries ! 
by tlie high initial capital cost of the equipment and the practical difficulties | 
experienced in operating the plant with comparatively uneducated and uii- | 
skilled workers. In most of these countries, it might be preferable to utilize i 
the less automatic but well tried machinery which can be easily operated and | 
.maintained by the workers and foremen normally available in the newly i 
industrialized countries. I 

When buying plant and machinery, it is also important to order ade- | 
quate quantities of spare parts and replacements. This is particularly i 
necessary in the case of state-owned enterprises which, as a matter of public I 
policy, are set up in outlying areas, away from the large towns in which 1 
agents of manufacturers and other local distributors of spare parts are - 
normally to be found. i 

A further precaution in the case of large factories is the provision i 
of adequate workshops where necessary repairs can be carried out, and in j 
which it might be possible, in course of time, to fabricate simple parts | 
and other equipment needed in an emergency. Numerous cases have been I 
reported where publicly owned factories have stopped production for want i 
of relatively inexpensive equipment or spare parts, on the other hand, one | 
must also avoid building up large inventories of stores, as this results in ^ 
Linnecessarily locking up of capital and is reflected in high overhead costs. ; 
It is here that technical knowledge and operating experience proves most I 
useful in ensuring adequate provision of essential requirements without, ! 
excessive outlay of working capital. 

'^P.ER.SONNEL PROBLEMS' O'F PUBLIC ENTERPRISES - 

It has been stated that the management and operational staff of public 
enterprises is often not well qualified, and that these concerns arc overstalTed 
in comparison with similar privately owned plants^ The terms and condi- 
tions of service of state-owned factories are also considered inappropriate 
for business and industrial ventures. Moreover, government-owned factories 
find it more difficult than priVate industrialists to discharge surplus labour. 

There is a considerable measure of truth in these criticisms. Apart 
from Japan, and a few other industrially advanced countries, most of th^ 
l^untries in the ECAFE region are short of experienced mam engineers, \ 
chemists and other technicians, TherefdfCThere is a tendency on the part 
/of the governments cone^rned to utilize active or retired civil servants , 
/with littte or no previous experience of business and industrial management. / 
There is also a tendency to follow civil service and other regulations in the 
recruitment, promotion, and discharge of factoiy employees. Even in 
fouiitries where the management of public enterprises has been entrusted to ; 
pemi-autonomous corporations which are free to devise their own personnel 
Policies, 'The civil service mentality” tends to prevail with regard to appoint- 
/ ments, promotions, fixing pay scales, and so on. 
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! While one must admit the validity of this criticism: the remedy is not | 
,,?l easy to find. Large-scale use. of civil servants in state industrial enterprises f 
/j is often not a matter of choice but of necessity. Experienced industrial and ^ 

; business managers and accountants are si.mplynot available. Some stopgap| 

■ arrangements have, tlie.refore, to be made if under-developed and^ backward 
countries are to embark on the industrial road. These countries would, 
however, be well advised to employ experienced foreign technicians to be in 
charge of important departments and to supervise the work of young local 
eiigiiieers, chemists and other staff. Administrative and other non-technical 
posts could appropriately be filled by suitable civil servants until such time 
as the younger generation acquires the requisite training and experience. 

/' Countries which propose to expand the public sector, and toiindertake 
an increasing number of large industrial projects, would find it advisable to 
follow the example of India, and set up an Industrial Management Service 
for running state industrial enterprises and other commercial undertakings, 
such as railway workshops, power stations and other public utilities. It is,^ 
-however, essential that the terms and conditions of service, the method of 
recruitment, promotion, and discharge of employees in such enterprises 
should approximate the conditions obtaining in private industry and busi- 
ness, rather than to those oT government departments. It is particularly 
important that the management and supervisory staff should be selected with 
due regard to the requirements of the particular industry or operation, and 
that promotion should be on the basis of qualifications and merit rather than 
on length of service and seniority. Government must also provide for incen- 
tives such as profit bonus and production bonus which contribute so much 
to the efficiency and profitability of privately operated concerns, 

I As regards the size of the labour force, governments should be guided 
I by the advice of experts as to the number and categories of men required for 
the efficient operation of each plant. Plant managers should have full powers 
to discharge inefficient and surplus workers. Nothing is . more damaging 
to the prestige of management and the efficiency of the enterprise than lack 
of discipline in a factory or the retention of unwanted employees under 
political pressure. If a government finds it necessary to provide employ- 
ment in a depressed area, it should undertake useful public works rather 
than insist on the retention of large labour force in excess of the requirements 
of its industrial enterprises. - 

TRAINING 

Closely allied to the problem of recruitment of personnel for public 
enterprises is the need for training. This is necessary at all stages, from the 
general manager of the plant right down to the unskilled worker. The 
I necessity for training has been generally realized in the ECAFE countries, 
and training programmes find a prominent place in their development bud- 
gets, as well as in the capital cost and operating expenses of large state- 
owned factories. While basic education in an engineering college or school 
of business administration is helpful, the most useful training is that obtained 
while working in the plant either at home or abroad. The technical assis- 
tance provided by the United Nations, the Colombo Plan countries, the 
United States and other aid-giving countries could be utilized to advantage. 

In view of the known reluctance of private manufacturers in industrially 
advanced countries to outsiders in chemical and other plants, it is a wise pre- 
caution for under-developed countries to obtain a contractual commit- 
ment from manufacturers to train the future operating staff in their factories. 
The normal training in such cases is to select the local team of engineers, 

I chemists, etc. with the help of consultants, to send them initially to the 
! plants where the machinery and equipment is being manufactured, and 
I subsequently to the factories where similar machinery is already in opera- 
: tion. These men then return, along with the assembly team supplied by the 
; manufacturers, and assist in the erection and initial operation of the plant 
i The foreign experts are normally retained till the plant has come into 
j operation and has passed the guarantee tests. In the case of large 
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undertakings, such as a fertilizer factory, a steel mill, or a newsprint plant, ' it 
might be worth while to retain the top level experts of the manufacturer or 
consultants until the factory has overcome all its teething troubles and is 
operating smoothly. If, even at the end of that period, the local personnel 
is not sufficiently trained to assume responsibility for the operation of the 
plant, it would be advisable to retain some of the foreign experts as 
technical managers and heads of important departments. 

The training of foremen and supervisors, of skilled and unskilled i 
workers is not less important than the training of managers, engineers and | 
chemists. This is best done in the plant itself, so as to save the expense | 
of sending a large number of men abroad and familiarizing the employees | 
with the machinery and equipment. One could also take advantage of the 
hicilities provided by polytechnics, technical schools, and labour training 
programmes adopted by most ECAFE countries with the help of the ILO ; 
and other international organizations. I 

.MARKETING I 

While a fair amount of attention has been given to production pro- 
blems, t here is a tendency for government planners of industrial ^enterprises ; 
to neglect arrangements for marketing. Civil servants also lack the iiiitia- ; 
tive and drive in marketing their products which is characteristic of well- ; 
run private business concerns. It is essential that, before an industrial I 
project is undertaken, there should be a careful market survey of the poten- | 
tiai demand for the manufactured products, of the likely competition from | 
other manufactures and substitutes, changing consumer tastes, and all j 
other considerations which are pertinent to the determination of the size of 
the factory and the price range of its products. There should also be an 
assessment of the best method of distributing the finished product. Some 
public owned factories might be in the happy position of selling ail their 
production to government consumers at an agreed price, but those which have 
to cater to the general public cannot afford to neglect the commercial arrange- 
ments for the distribution and sale of their products. The actual arrange- | 
ments to be made must necessarily vary for each product, but as far as i 
possible, the government should avoid becoming involved in the distribution ; 
line, and should leave this work to more experienced traders and shopkeepers, j 

The public enterprises must also maintain close contact with their i 
consumers by the issue of suitable literature and advertisements with respect I 
to their products, by attending promptly to all enquiries and complaints, i 
and by earning the goodwill of their consumers by maintaining the high 1 
standard of quality of their products and yet keeping the prices at a reason- I 
a'ble level 

ACCOUNTS AND BUDGETARY CONTROL i 

It has been mentioned already that public enterprises tend to become I 
overcapitalized as a result of inadequate care in the purchase of plant and | 
machinery and the provision of luxurious office and residential buildings in i 
excess of the basic requirements of the industry. Moreover, in their efforts 
to act as a ‘ ■model employer” and to gain popularity, governments tend to 
incur considerable expenditure in providing housing colonies, schools, j 
hospitals and other social amenities, which do not have to be provided by ; 
most private industries. 

The financial soundness of public undertakings is further affected 
by the failure to provide for adequate control of operational expenses, the 
maintenance of accounts, the introduction of a costing system, internal 
audit etc. On the other hand, government budgetary and account procedures 
are not well suited to industrial enterprises. 

Experience has shown that the best course, in such circumstances, 
is to follow the sound and well tried procedures used by commercial and 
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I industrial enterprises in industrially advaneed countries. ^ Just as it is esseii- , ^ 
I tial to have detailed estimates before a project is sanctioned, so also, it is 
I necessary' to obtai.n annual budget ■ estimates and production prog.ramn.ies 
! when the factories commence to operate. This should be followed by period- 
I ical returns enabling the management to keep a close watcn over income and 
expenditure, and to be able to take prompt remedial action where expendi- 
tures are very much out of line with 'the approved ■ estimates. This also 
necessitates the establishment of accounts and books on commercial lines, 

I and ■ the employment of well-qualified accountants, cost accountants, 
auditors and so forth. 

Apart from such internal financial controls as might be introdoced, 

I there is a need for the employment of commercial auditors to check the 
I accounts and to certify the correctness of the annual balance sheets and 
I profit and loss accounts. As a further safeguard for the proper use of 
I public funds, several governments have thought it desirable to siippienient 
I the commercial audit by a test audit by the country’s Comptroller and Auditor- 
i General. This is a wise precaution, but it is necessary to point out 
I that the government auditor should never lose sight of the commercial charac- 
I ter of the public Industrial undertakings, and that normal governmental 
I rules and practices should not be applied to judge the action of directors and 
mill managers in the conduct of their day-to-day operations, if govern- 
! ment audit rules are followed too rigidly, or if there is too great a tendency 
I to question the decisions of industrial managers, the result would be to ham- 
I per the operation of these enterprises and to deter directors and raiil mana- 
gers from taking policy decisions. In the running of a business, it is better 
to make occasional mistakes than to put off awkward decisions or refuse to 
take risks. •. 

SU FEU VISION OF PUBLIC ENTERPRISES 

The problem of supervision of public enterprises has given rise to con- 
siderable controversy. As these projects are financed with public funds, 
there is a natural demand that the management should be accountable to the 
government and the legislature of the country. On the other hand, rigid 
government control, or excessive interference by government officials, 
would tend to hamper the smooth running of the enterprise. The govern- 
ment shouid certainly approve the initial project and subsequent expansion 
scheme, as well as the terms and conditions of services in the corporation 
and other major issues of policy. The government should also receive 
the annual reports and audited accounts and other essential information. 
Government direction and control should not normally go beyond this stage, 
and the day-to-day operations should be left to the Board of Directors of the 
corporation or company. The Directors should similarly limit themselves 
to broad questions of policy, approval of operational budgets, production 
programmes, large contracts for supplies and the appointment of senior 
I ofiicers. They should delegate all other powers to mill managers. 

I TRANSFER OF PUBLIC INDUSTRIAL ENTERPRISES TO PRIVATE OWNERSHIP 

; It is the declared policy of many of the countries in the ECAFE 
i region, which have set up public industrial enterprises, to part with them at 
the earliest suitable opportunity. To achieve this objective it is necessary 
' that the projects should be well conceived and profitably run. An effort 
; should be made to attract private capital into these ventures from the begin- 
i ning. If private participation is not forthcoming at the outset, the effort 
I should be renewed after the project has been completed and the plant 
: brought into production. At this stage, either the factory maybe sold to a 
; private industrialist or group of industrialists willing to pay a reasonable 
: price and possessing the requisite managerial ability, or the project shouid be 
: converted into a public limited company and the shares offered to the public. 

; Both these devices have been successfully tried out in Japan, Pakistan, 
i Philippines, and a number of other countries. 
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Until recently industries known to the people of Burma were only those | 
connected merely with the extraction of forest products and processing of | 
agricultural crops. When the Government of Burma established the Indus- j 
trial Development Corporation in late 1952, modern industries began to 
appear for the first time in the history of the country.. The year 1953 may 
be considered as the beginning of the industrial era of Burma. 

INDUSTRIAL DEVELOPMENT CORPORATION 

The Industrial Development Corporation . (IDC) was established in 
November 1952 by the Government of the Union of Burma. Its statutory 
obligations consist of promoting the establishment and the development of 
industrial enterprises; preparing programmes for development of indus- 
tries consistent with the overall economic development programme; storing, 
marketing and distribution of the products of its industries; opening 
instructional classes; providing means of general education on industries; i 
making experiments and undertaking research work. 

Experience gained during the first five years of operation under the 
provisions of the IDC Act of 1952, showed that certain provisions were 
defective and inadequate and amendments thereto as well as insertion of new 
provisions became absolutely necessary for, the efficient discharge of the 
functions and duties envisaged in the Act. A new Act was therefore passed 
by the 'Parliament entitled the Industrial Development Corporation Act, i 
1957 (Burma Act' 14 of 1957) in March 1957 and the earlier IDC Act of 1952 ' i 
was thereby repealed. ^ 'More-, rights and powers ' are vested by the .new Act i 
with the IDC .relating to its activities of issuing loans to, private, industries, | 
in calling '.for repayment and in, eases of defaults. : , , I 

The IDC is controlled by a Board of ten directors, for the present 
consisting of three ministers, six top-ranking officials of the various related 
government departments and organizations, and the Director General of 
the Corporation. The Director General carries out. the executive functions 
as directed by the Board as the Chief ‘Executive in the organization. 

Since its inception, the Corporation has undertaken major industrial 
enterprises in consonance with the Government’s policy of economic self- 
sufficiency and saving of foreign exchange, by nationalization and establish- 
ment of new projects. The new industries so far established by the Corpo- 
ration are as follows : 

(1) Steel Rolling Mill; 
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(2) Burma Pharmaceutical Industry; 

(3) Jute Mill; 

(4) Textile Mill and its Extension; 

(5) Extension of Thayetmyo Cement Factory; 

(6) Pyinmana Sugar Factory; 

(7) Nainti Sugar Factory; 

(8) Tea Blending and Packing Factory; 

(9) Silk Reeling Factory. 

* In addition to the above industries, the following industries were 
nationalized by the Government and placed under the management of the 
Industrial Development Corporation : 

(1) Thayetmyo Cement Factory; 

(2) Brewery and Distillery Factory; 

(3) Zeyawaddy Sugar Factory. 

I One 'Engineering Workshop was also taken over by the Corpora- 
j tion from the Kachin State Government and was transformed into the 
! Engineering Industry Project to function as a base workshop for other indus- 
tries and to develop into engineering industry, man ufactii ring tools and small 
equipment needed for the healthy growth of the newly developed industries. 

j . 

IDC has also gone into a joint-venture with the Lever Brothers Ltd. 
and jointly formed the Burma Unilever Ltd. to establish and operate a modern 
soap factory near Rangoon, The Soap Factory is now under construction 
and it is expected to start operation by the middle of i960. The Mill will 
have a capacity of producing about 5,000 tons of soap annually. Out of the 
estimated capital of K 8 million IDC is taking 25% as its share. 

I Until recently there were 19 subordinate boards and committees 
I constituted by the IDC for managing the affairs of the above raeiitioned 
I industrial enterprises and implementation of industrial projects. 

i A few months after the change of the Government in late 1958 the 
! policy of the IDC was drastically changed and one of the important chaiig- 
I es is the abolition of these subordinate boards and committees. These sub- 
I boards were replaced by Chief Executive Officers who deal directly with the 
I Director General of the Corporation. The autonomy given to the siib- 
] boards regarding procurement of raw materials, employment of workers and 
staff was taken back by the Director General and all such matters are consi- 
: dered and decided by the committees such as “Procurement Comniiltee'" 
i which considers all proposals for procurement of materials and equipments. 

' and “Works Committee” which considers and approves ail proposals for 
, construction of buildings, roads, repairs and maintenance of civil engineering 
works. The new policy has brought about a change froin decentralization 
! to centralization of all procurements and works programmes in the IDC. 
Appointments of workers and staff are also controlled by the Director General 
by requiring all Chief Executives of the industries under IDC to submit the 
I requirements of workers and staff for operation of their respective industries 
^ for approval. The appointments can only be made within the approved set- 
up. In the past, alUub-boards had the administrative powers to approve the 
I work force of the industry and were given the financial powers to sanction ail 
i proposals for purchase of required raw materials and equipment. 

By the end of 1959/60 fiscal year (ending 30 September) the ioiai 
i capital investment of IDC will be of the order of K 298.2 million for all of 
its industrial enterprises and projects. The investment by industries under 
i IDC and as well as other state owned industries are as shown below : 
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Capital Investment of Projects under IDC and 
other State industries 


(estimated up to end of 1959/60 fiscal year) 


I. 

Steel RolIiiig.Mill 

Kyats in Lakhs 
362.71 

2. 

Jute M,ill , . . , . . ■ . 

330.30 

■•H 

Zeyawaddy Sugar Mill 

18.11 

4. 

Pyinmaiia Sugar Mill . . 

212.07 

5. 

Namti Sugar M'ili 

157.92 

6. 

Cement M',ill (existing) 

84.79 

7. 

Cement M,ill (extension) 

402.41 

8. 

State Brewery & Distillery 

22.71 

9. 

.State Tea Project . . . . ■ 

31.47 

10. 

' Engineering Industry Project 

83.78 

11. 

Silk Project . . 

33.92 

12. 

Textile Mill and its Extension . . 

262.44 

13. 

Compensation for nationalized industries 210.00 

14. 

Soap Factory (Joint Venture) . . 

31.80 

15. 

Burma Pharmaceutical Industry 

645.98 

16. 

Brick and Tile Facto:ry , 

91.44 


Total 

K2, 981.85 


or K 298 million 


TABLE B 

GovermnenP s Investment in Private Industrial Enterprises 
(Between 1952/53 to 1958/59) 

Kyats in Lakhs 


1. B.O.C. (Joint Venture) .. .. 447.52 

2. Anglo-Biirma Tin (Joint Venture) .. 11.45 

3. Mawclii Mines (Joint Venture) .. .. 73.15 


Total . . K 532.12 


or K 53.2 million 

It will be noticed from the above two tables that the Government : 
has made investment in industries in the order of K 351.4 million durins? 
the eight-year period of 1952/53 to 1959/60. 

The IDC now employs over 10,000 people in its newly established 
indiistries. The role of each of the industries under the IDC may be gauged i 
from the following brief descriptions: 

■■■; ^ (af Steel Rolling Mill 

The construction of the Steel Mill commenced in January 1955 and 
its initial operation was started stage by stage, and the entire mill was func- 
tioning by the end of 1958. The Mill has one 12-ton Electric Arc Furnace, 
Medium and Light Section Mills, Sheet Mills and Wire processi ng machineri- 
es. The Mill is designed to produce 20,000 tons of steel ingots and slabs 
from scrap accumulated during the war, and these ingots when processed 



I will produce about 16,000-17,000 tons of various steel products, sucli as, 

I M.S. rounds, sections, angles, flats, wire nails, wood screws, galvanized wire, 

; barbed wire, bolts, nuts, rivets, corrugated galvanized iron sheets, M.S. 

: sheets and galvanized plain sheets. The total value of products to be produc- 
ed by the Mill is estimated to be around Kyats 20 million a year which will 
: effect considerable savings in foreign exchange. 

During the time of the initial operation of the Steel Mill the IDC 
: was assisted by German technicians provided by the Government of the 
; Federal Republic of West Germany under the Teclinical Aid Agreement 
. between the two countries. About 40 promising young Burmese trainees 
were sent out to India and West Germany prior to the initial operation of the 
Mill, and after about one year of operation young Burmese engineers have 
been able to take over the key positions in the Mill The IDC has now re- 
leased all Indian technicians working at the Steel Mill and only retained 4 
out of 12 German technicians provided under the aid agreement, as local 
engineers have gained sufficient training to carry out the normal operations 
of the Mill. At the time of the trial running of the Mill valuable help was 
I also received from an UN Steel Expert Mr. J. M. Smith who worked for the 
! Mill for about 1 1/2 years. Messrs. Tata Iron and Steel Co., National 
Iron and Steel Co., of Calcutta and Indian Steel and Wire Products Co., of 
I Jamshedpur were very helpful to Burma’s first Steel Plant by training the 
I young Burmese engineers and technicians in the field of steel making and 
I manufacture of steel products. 

I (b) Burma Pharmaceutical Industry 

\ The Burma Pharmaceutical Industry was conceived as a social welfare 
I measure to raise the health standards of the people of Burma by ensuring 
supplies of essential pharmaceuticals such as vaccines, sera, alcohol, yeast 
tablets, etc., covering a variety of over 140 items. 

The buildings alone cost about Kyats 40 million and equipment another 
I 17.5 million Kyats. The well-known British firm of Evans Medical Supplies 
I Ltd., were engaged as the Managing agents to make available to the Govern - 
! ment of the Union of Burma all drawings, designs, plans and technical 
I services, planning and marketing data and general ‘‘Know-how” necessary 
1 for the establishment, erection and installation of plant and commencement 
I of production of the pharmaceutical and other products. The construction 
and supervision were undertaken by British engineers and architects. 

The alcohol plant which operates as a supplement to the main produc- 
tion building is scheduled to produce more than 2,000 gallons of medical or 
commercial alcohol daily. In addition to alcohol, a wide range of glanicals 
and biologicals one million tablets of vitaminised yeast were produced at the 
factory. The Government distributed these yeast tablets free among the 
vulnerable groups, z.e., old and infirmed, expectant mothers and under- 
i nourished children as supplement to their food. It is expected that the 
: total production value will run up to Kyats 14 million a year making a subs- 
tantial saving in foreign exchange. 

Although the contract with Evans Medical Supplies Ltd., runs up to 
i 1960, the IDC has now terminated the services of Evans personnel as "it is 
felt that the local Burmese technicians are now capable of operating the indus- 
; try on their own. 

As the successful operation of the Burma Pharmaceutical Industry 
depends much upon the availability of raw materials within the country, 

; the management of the industry has set up an important project known as 
“Raw Materials Project”. Valuable research work is being carried out under 
the capable supervision of an UN Expert Dr. A.S. Nordal. 

(c) Jute Bag and T^ine Mill 

Burma used to import annually about 40 million gunny bags. As the 
, rice crop increases, the demand for gunnies will increase. The IDC has 



therefore' established a Jute Bag and Twine Mill at Thamaing, a'suburb of i 
Rangoon, with a capacity sufficient to produce 24 million heavy “C” gunny ' 
bags per year. The trial running of the factory was started in September ; 
1956 and now it is running in Ml swing. I 

The plant consists of a silver spinning high production jute bag Mill, I 
with 508 semi-automatic flat looms and 12 circular looms supplied by two | 
British firms. The Mill is now' employing about 2,400 workers in two shifts. I 

Since the domestic supply of raw jute is still below the mill’s annual | 
requirement, it is required to import raw jute from Pakistan for the present i 
operation of the Mill. It will be possible to reduce the imports of raw jute ^ 
gradually as the production of domestic raw jute increases as a result of the | 
intensive drive for jute cultivation in the country, currently undertaken by | 
the Land and Rural Development Corporation. It is hoped that this Mill | 
will eliminate the need for importing gunny bags .required for the country’s | 
rice industry and also provide a stable and profitable market for a relatively | 
new crop in Burma — the growing of jute. ^ 

(d) Textile Mill and its extension 

This plant was completed in 1951 and now contains 20,000 spindles and : 
200 looms purchased from the USA. The IDC purchased an additional i 
20,000 spindles and 200 more automatic looms from the People’s Republic 
of China and added to the above mill, bringing up the total to 40,000 spindles : 
and 396 looms. The expanded mill now produces 3,4 million pounds of 
No. 20 yarn annually, and 4.05 million yards of cloth, consisting of drills, 
canvas, towelling and sheeting. Foreign exchange to the order of I<1 6 ! 
million is saved per year. ^ 

(e) Pyimnana Sugar Mill 

This is one of the two sugar mills set up by IDC very recently, the | 
other being Namti Sugar Mill situated near Myitkyina. Construction work | 
started in February 1955 and the Mill was put on test running in December | 
1956. The entire mill is of Japanese make. The Mill is now operated to : 
its full capacity of about 150 tons of refined sugar per day or about 22,500 j 
tons per season of 5 months a year. 

■ ■ ■ I 

( f) Namti Sugar Mill 

Construction of this Mill was started in February 1955 and it com- ! 
nienced initial operations during the cane season of 1956-57. The Plant has I 
the capacity of producing 100 tons of refined sugar a day or 15,000 tons per i 
year. The machinery were supplied by a Dutch firm. i 

(g) Zeyawaddy Sugar Factory \ 

This factory was originally owned by an Indian concern and it was : 
nationalised on 1st November 1954 and was placed under the management i 
of the IDC, After the nationalization IDC has made many improvements j 
by replacement of machinery and equipment and in undertaking new cons- 
truction works in the Mill. The Mill is now producing roughly 22,000 tons 
of sugar per year. 

Burma consumes about 45,000 tons of sugar a year. Total annual , 
capacity of the above three sugar mills will be about 60,000 tons or enough to 
meet total present requirements as well as the, additional requirements aris- 
ing from an improving standard of living. Moreover, production costs will 
be such as to provide good returns to the cane-growers, reasonable prices i 
to the public and moderate profit to the government for its investment. 

ill) Thayetmyo Cement Factory 

This Mill originally owned by a British Concern, was nationalized on 
1st August 1954 and placed under the management of the IDC. The IDC 
has now started the extension of the Mill and when completed the extended 
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NOTES I Mill will produce 180,000 tons per annum, three' times the present capacity 
! of ,60,000 tons a year. ; At present the country is inipoitiiig about 50,000 
I tons of cement every year supplementing the domestic production of 60,000 
■, i tons per year. 

j (0 State Brewery and Distillery Factory 

I This factory was nationalized by the Government on 1st October 1954 
and is now managed by the IDC. The factory is producing bottled beer, 
bottled spirits, country spirits, methylated spirit and also a special rum for 
the Burma Army. At present the capacity of the plant is — spirits 180,000 
gallons (297,000 proof gallons) at 96 per cent pure alcohol equivalent to 
I 396,000 gallons of 25 U.P. selling strength, and beer 648,000 gallons per year. 

I ( /) Tea Blending and Packing Factory 

I The construction of the factory was started in January 1955 and initial 

! operations commenced in March 1956 . This factory has the capacity of 
producing 3 million pounds of blended and packed tea per year. The main 
I object of setting up this factory was to ensure that the general public got high- 
I quality tea by blending domestic tea with imported tea. At the same time it 
i is aimed at reducing the quantity of imported tea gradually as and when the 
quality of domestic tea is improved. The Lipton Tea Company Limited 
' was its managing agents during the first two years of initial operation and 
i recently the present General Ne Win’s Government has suspended the 
I operations of the plant in order to investigate into the causes of continuing 
I losses by the factory. It is hoped that the factory will resume its normal 
I operation when the decision is made by the Government as to how changes 
I should be made in the methods of operation and distribution of its products, 
i 

(t) Silk Reeling Factory 

The silk project, which is now in operation consists of the silk reel- 
ing factory at Maymyo, and {b) the establishment of sericiilture industry 
I (comprising cultivation of mulberiy plants and silk worm rearing) at various 
I centres in Burma. The Silk Reeling Factory at Maymyo has a capacity of 
I producing silk yarn 500 bales (135 lbs. per bale) per year. The factory was 
I completed in October 1956 . Since the silk worm rearing centres in Burma 
I are not able at present to produce a sufficient quantity of silk cocoons, the 
: factory is required to import silk cocoons from abroad for its continuous 
I running. However, more supplies of silk cocoons are coming in from the 
silk worm rearing centres and gradually less and less imports and silk cocoons 
will be required, 

{/) Engineering Industry 

This project was taken over by the IDC from the Kachin State Govern- 
ment and it has been transformed into an Engineering Industry with a view 
to producing tools and implements needed for the gradual growth of' the 
newly established industries. It has been fiinctioning as a basic engineering 
workshop for IDC’s industries in the assembling, repairing and maintenance 
■ of machineries and heavy equipments. Presently it "is also producing 
kerosene stoves for the general public. It is hoped that in the near future 
: this industry will be in a position to produce agricuitural implements and 
tools at reasonable cost. 

^ (m) Brick and Tile Factory 

\ This is a factory which is still out of the managerial control of the 
j IDC. It was initiated by the Ministry of Housing prior to the establishment 
I of IDC and was first under the control of the Housing Ministry, and later 
; under the administrative control of the Ministry of Industry, It is, however, 
expected that this mill will also be placed under the management of IDC 
1 within the near future. 
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The plant is (iesign,e(i to produce 6 million tiles and 4 to 8 million bricks I 
aiiiiually. The products of the factory, especially bricks are now well received : 
in the local markests and are noted for their good .quality compared to other .| 
similar products produced by private firms. The total cost of the mill is I 
estim,ated at K 9.8 million. I 

PRODUCTS OF THE STATE INDUSTRIAL ENTERPRISES 

The following table provides a summary of the main products of the | 
State Industrial Enterprises: | 

TABLE C. 


Products of the State Industrial Enterprises 



Projects 

Products Unit 

1957-58 

Cotton M'ill No. 1 

Yarn (000) lb. 

3,562 

Cotton Ml,ll No. 2 

^5 . 59 

1,217 

(extension) 



Jute Mill 

Gunny bag (000) No. 

11,344 

Namti Sugar Mill 

Sugar Ton 

8,442 

Pyinmana Sugar Mill 

55 5 5 

10.416 

Zeyawaddy Sugar Mill 

59 59 

21,078 

Cement Mill 

Cement 

30,021 

Brick & Tile Factory 

Brick (000) No. 

6,173 


59 59 

Tile „ 

1,301 

Steel Rolling Mill 

Steel Products Ton 

3.512* 

State Brewery 

Beer Gal. 

351,618 

Spirit 

55 

Spirit „ 

248,154 ' 

Tea Project 

Tea Lb. 

1,351.705 

Silk P,roj ect ' 

Silk yarn ,, 

14,109 

♦Production since initial operation up to 30th September, 1958. 



TABLE D 



Various Products Produced by B. P. I. 


S.No. 

Commodity 

Unit 

1957-58 

1, 

Solid 

Kilos 

83.791 

2. 

Liquid 

Litre 

122.611 

3. 

F. Yeast Tablet 

Tab. 3 

06.430,400 

4. 

Other Tablets 


98.978,100 

5. 

Ointment 

Kilos 

10,210 

6. 

S. Preparation 

Litre 

1.744 

7. 

Dist. Water 

*5 

96,102 

8, 

Alcohol B/P 95% 

Gal. 

311,047 

9. 

De Spirit 

' ■ ■ ■ "5 

41,688 

10. 

Industrial Methylated 

' ■ 

* K 

11. 

Injection 

Amp. 

3,818,290 

12. 

Media 

Litre 

477 

13. 

Vaccines Lymp 

Dose 

1,611,664 

.'.I4.',. 

Vaccines 

Amp. 

96,846 


THE STATE POLICY AND PLANNING FOR 
INDOSTRIALIZATfON 


As stated earlier, the Government of Burma has actively participated 
in promoting industrial development in the countiy since the beginning of the 
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I year 1953. ' Basic industries' such as electric power and all forms of trails™ 
I portatioii except road transport^ have been operated under public owner- 
I ship and control. In addition to setting up the industries mentioned above, 

] the Government has also entered- into joint ventures with some foreign firms 
i such as Burmah Oil Co., Burma Corporation (Lead and Zinc Mine), Anglo- 
I Burma Tin Co., and Lever Brothers. The Government also contemplates 
I entering into joint ventures with Japanese Firms to set up two spinning and 
I weaving mills. Attention is also given by the Government to setting up a 
I Fertilizer Mixing Plant having a capacity of 50,000 tons of superphosphates 
I a year, which, when mixed with imported ammoiiium^ sulphate, will yield 
! 100,000 tons of mixed fertilizer a year. Of the total estimated cost of K 5.5 
i million, Burma has received from New Zealand under the Colombo Plan 
I f 100,000 sterling (K. 1.33 million) towards the cost of this project. 

I , Steps are also being taken by' the Government to extend the present 
i Steel Mill which can now make steel from iron scrap only. A West German 
I firm has been engaged to undertake a field survey and report on the iron ores 
i and coal deposits ifi the country, as also advise on location and processing 
I methods for smelting of iron ores into pig iron and then maiiufacturiiig into 
j steel 

There has also been encouragement of private industries through loans 
: and hire-purchase arrangements and through providing free technical services. 

I In mid-1955 the government announced its policy with respect to private 
investment. In that policy statement the government recognized the contri- 
I bution which productive private investment can make to the economic and 
social progress of the country. The response of domestic investors has been 
I gratifyingr During the last few years the requests for import licences for 
: machinery to be used in local manufacturing enterprises have exceeded by a 
i substantial amount the levels of earlier years. The government has 
I therefore increased substantially its foreign exchange allocations for this 
: purpose. 

I Owing to the scarcity of indigenous capital for investment in large 
j scale industries and lack of capital market, the Government was somewhat 
I compelled to engage in setting up large scale factory industries, while small 
I scale and cottage industries naturally were left to be undertaken by the 
I private sector. As the market in Burma is necessarily limited there is of 
I course a natural limit to scale of even the so-called large scale industries. 

I Since the Government is making investment in the large scale factory indiis- 
j tries where the private industrialists cannot afford such investment, the 
I investment in the field of small scale, medium scale industries and handicrafts 
I are left for private capital. Measures adopted by Government to foster 
I small scale and handicraft manufactures are mostly in the form of financial 
' and technical assistance. 

i PROBLEMS OF PUBLIC INDUSTRIAL ENTERPRISES 

MANAGERIAL PROBLEMS 

(a) Lack of Managerial Skill, The topmost problem and the one for 
which solution has not yet been found is the lack of experienced executive^, 
to manage the newly established industries of the State. Burma has suddenh 
found herself with large industries without having sufficient trained executive 
^ to run them efficiently. The Burmese, who had been working in privately 
! owned industries are not willing to work in the state owned industries as the 
: terms of employment in the state industrial enterprises are far less attractive 
i than the terms offered by private large industrial concerns. The pay scales 
: of executives working in the public industrial enterprises are kept in line with 
; government civil service pay scales, the highest of which do not rise more 
i than K 1,600 per month. Whereas, in the case of private large industrial 
; concerns, the second line top executives may draw a salary somewhere 
I between K 2,000 to K 3,000 per month. It now appears that the State- 
1 scholars trained abroad by the Government in the field of industrial 


management are leaving the ' State industries - after serving for the terms | 
required in . the bond: (normally 5 years after returning from abroad) to join | 
the private industries, as they find little incentive in the State industries. The I 
Government has not been able to decide 'to introduce the- bonus system | 
in the State owned industries while executive in many private industries I 
enjoy the same. Tt is feared that if the Government cannot find the right j 
solution to this problem many of the promising young executives ^ now i 
working ill the newly establishing public industrial enterprises will be Ibund | 
in the private industrial concerns within the foreseeable future. I 

(b) High rate of turnover of Executives and Technicians \ 

The situation of the above mentioned problems of shortage of trained | 
executives is somewhat aggravated by another serious problem of frequent ; 
shifting of young executives and engineers from one industry to another. ; 
The Government has not drawn up terms and conditions of service for the ! 
supervisory staff in most public industrial concerns. This has led to some 
confusion and at times has become a source of grievance among young 
executives. 

Since the Government is hard put to find trained top executives to : 
manage a new State industrial concern a senior civil service official is iisiially 
appointed as a General Manager or the Chief Executive Officer to head the 
industry about which he has no previous first-hand knowledge. In many 
cases a retired civil servant has been selected to head the new industry. 
The art of mangement of an industrial enterprise has been learnt through 
the trial and error method and by the time some knowledge is gained about 
management, the official is either forced to leave the job for reasons of health 
or he j ust becomes tired of struggling hard in the midst of problems pressing 
for immediate decision and goes back to his civil service post. 

Technicians are also found to be leaving the State industrial enterprises 
for more attractive jobs in the privately owned industries. The Government 
has sent out every year a large number of State-scholars and trainees abroad 
with the condition that they work for a specific period (normally 5 years) 
after their return from abroad. Once the contractual period expires there is 
a temptation to leave services. The situation now seems to be that the : 
Government industrial enterprises are the real training centres producing 
promising young executives and technicians for the private industrial concerns. ; 

In order to meet this problem the Government has now raised the 
compensation to be paid to the Government if a State-scholar fails to work 
for the Government for the bonded period from K 5,00() to K, 50,000. The 
Government now also restricts the transfer of young executives and engineers 
from one industry to another. Sometimes the Government has blacklisted 
executives and engineers who left their jobs in the State industries without : 
prior pemiission to resign, so that they will not be employed by the State 
owned enterprises or enterprises closely connected with the Govemmeiit. 

(c) Acute shortage of Qualified Accountants 

Due to the sudden rise in demand for qualified accountants by the 
newly established public industrial concerns there has been an acute shortage 
of qualified accountants. There are only two or three auditing firms of good 
repute which can entertain normally about 4 or 5 articled clerks preparing for 
Registered Accountantship. State industries were set up in most cases 
without having qualified accountants and sufficient accoimting staff and are 
now having great difficulties in consolidating the accounts of the intial 
years especially accounts during the time of construction of the factories. , 
Some industries are still unable to draw balance sheets for the years as far 
back as 1955/56 or 1956/57. The situation now seems to be improving as 
the young accountants are gaining experience during the last few years and 
the accountants sent out abroad on various educational schemes by the 
Government are joining back the State industries gradually. i 



NOTES . I . In order to relieve the above situation the Xloiversity of Raiigoon^ is 
I now- giving a special course- for commerce students so that they can specialize 
■ ■ i in accounting during their study 'at the "University for the -B.Com. degree. 

1 The University is .also. giving a special two-year post-graduate course, for 
; AdniinistrationandManagementforthose who are already working ini ndiis- 
. I tries and commerce. 

(d) Labour . 

j The Burmese industrial workers of today still have a long way to go 
to get themselves properly adjusted to the discipline of fast moving indus- 
trial life. Their slow way of life in the paddy field must be changed. They 
must be constantly urged and supervised by their supervisors to keep pace 
I with the high speed machine. It is gratifying to know, however, that Burmese 
i workers are quick to pick up their trade and have become proficient on their 
I jobs within a short period. 

i Before 1958, workers were vulnerable to the political parties who 
; organized them into trade unions for their political gain. Top executives, at 
I times, found themselves in a difficult situalion between unruly labourers pd 
I cabinet ministers who happened to be Trade Union leaders in their political 
life. At times, executives were rather reluctant to take stern disciplinary 
action against a union leader fearing that their action may displease the 
minister. This situation, however, is now totally changed under the present 
Government which makes it quite clear to the Trade Union leaders that they 
must dissociate themselves with politics. Union leaders are no longer 
I treated as a privileged class among workers. Managements of the State 
industrial concerns are now free to take disciplinary action against workers 
and the situation is improving. 

(e) Spares and replacements 

Among the managerial problems the trouble of procuring spare parts 
and machinery for replacement seems to be one of the biggest headaches 
, confronted by the management of State industrial enterprises. It is like large 

industries existing in the midst of paddy fields. Unlike their counterparts 
in other developed countries, executives of the public industrial concerns 
cannot just pick up the telephone and place an order for immediate supply 
I of a small spare part which has just broken down putting the mill out of 
j commission. There exists no engineering industry where such spare parts 
I can be manufactured locally. Production is often lost for just the lack 
I of an insignificant part of a machine which has to be flown out from the 
' manufacturer abroad? Importing anything into the country requires various 
formalities and much time is lost going through such formalities before the 
i urgently needed spare part arrives at the mill. 

In order to avoid such undesirable mishaps in the factory, management 
■ is required to maintain a large stock of spares causing undesirable financial 
1 stringency and shortage of working capital. With the little experience they 
I have had the executives are at a loss at times to determine which are the 
: spare parts likely to be needed in the course of the daily operation of the 
mill. In order to have 100 per cent safety for replacement, it will be required 
; to stock hundreds of items in the stores. 

I Attempts are now made by most managements of the public industrial 
i enterprises to maintain well equipped workshops and foundries in their 
I factories, so that urgently required spare parts can be manufactured locally. 

' This approach to the problem seems to be promising, but here again over- 
: head costs are increased. If auxiliary industries making precision tools and 
spare parts are developed in the country, the necessity for having an elaborate 
i workshop in each of the State industries may not arise. 

! SOME ORGANIZATIONAL RROBLEMS 

I Being State owned industries, the ministry concerned is anxious to 
j know how the affairs of the industries are managed by the Boards and 



Corporations especially set up for tlie purpose of setting up and operating the 
industries. Although autonomy is usually given to the Boards and Corpo- 
rations controlling the State industries, there are many issues in which the 
■Ministry concerned wants to be consulted before any decision is made. Here, 
much confusion arises as to what extent autonomy should be given to public 
industrial enterprises. Until today there has not been any directive issued by 
the Ministry on this matter. It is left to the discretion of the person in charge 
of the Board or Corporation. 

Within the Industrial Development Corporation there has been a change 
in the relationship between the Director General who is in charge of the 
Corporation and the top executives of the subsidiary industrial enterprises 
as mentioned earlier. Until recently tbe industries set up by IDC were j 
managed by Subordinate Boards formed by .the Board of Diectors of IDC. i 
A free hand was given to the Sub-Boards as to the normal operation of the 
industries concerned. Prior approval was required only for sanctioning^ of I 
annual budgets and when a sub-board wanted to expand its present capacity, j 
or enter into a new line of business related to the existing one. For procure- j 
nient of raw materials, employment of labour, and construction of buildings | 
for the industry under its control, the sub-boards had full authority to sane- | 
tion without restriction. However, it is now felt that wide authority given | 
to these sub-boards may lead to wastage and dishonesty, and therefore the | 
IDC has now abolished all sub-boards and instead Chief Executive Officers I 
have been appointed to head the industries. Procurement of stores including | 
raw materials, except for procurement of indigenous stores, are now handled | 
by the “Central Procurement Committee” of which the Director Geiierai I 
is the Chairman, and it is directly under his control. ■ It is hoped that much I 
economy can be effected by centralizing such purchases. It is rather pre- ; 
mature to comment on this new arrangement as it was introduced very I 
recently. | 

The IDC is now trying to bring about uniformity between its indiistires I 
in the scales of pay and wage levels. Being public industrial enterprises, | 
much freedom cannot be exercised in fixing pay and wages, as they keep i 
ill line with civil service scales. 

There is one more organizational problem of State industries yet to be j 
solved. The Government provides funds for purchase of machinery, cons- i 
truction of factory and required working capital to a state owned industry. | 
But it is still not clarified yet as to how these funds are to be treated. One | 
school of thought suggests that these funds are loans to State industries and | 
therefore they should be paid back with interest. Another point of view is I 
that Government being the owner of the industries should consider such ; 
funds as its own investment and hold shares in the industry as stockholder, j 
All profits or loss should be considered to be the Government’s risks as part ! 
of doing business and it should therefore not entertain the attitude of a credit- | 
or. About a year ago the subject came in for some discussion and it was ' 
felt that State industries should be corporated like public limited companies 1 
and investment made by the Government in such organizations should be i 
capitalized, and that then the Government may decide when and to what | 
extent its shares in the enterprises should be sold to the public. 

SOME FINANCIAL PROBLEMS ! 

The Government is now trying to make the established industries at 
least break even if it is not possible to make profits. Sufficient working | 
capital and limited sums for capital expenditure are provided by the Govern- I 
ment without much restriction. 

However, due to shortage o foreign exchange, public industries are 
now having difficulties in importing the required equipment, raw materials 
and stores from abroad. In the past two years the Government had stopped 
implementing new industrial projects. Much care is taken and thorougli 
scrutiny is made by the Foreign Exchange Control Authorities before approval 
is granted to a request for imports by the State industries. At times, i 


NOTES 





NOTES ,| State industrial enterprises, have been compelled, to piircliase^ the required 
I raw materials and stores on a barter basis ■ from countries with' which the 
: ! Government of Burma, has entered into bilateral trade agreements due to 
' i lack of foreign exchange. Because of this, public industrial concerns some- 
I times have to pay higher prices for lower quality materials and stores, there- 
I by increasing their cost of production. 

I COMMERCIAL PROBLEMS ^ 

I Tlie major problem on the commercial side confronting most public 
industrial enterprises is pricing and the competition from the imported 
foreign goods. As an illustration, the situation of the Sugar Mills may be 
cited here. The State Sugar Mills have been required to buy sugarcane from 
the cultivators at the price of K 40 per ton which was the price fixed 
„! by the Ministry of Agriculture in the interests of the cultivators. The price 
i of sugar was fixed by the Civil Supplies Management Board for the beneiit 
I of consumers. Sugar Mills were therefore been compelled to buy cane at a 
! high price and accept the selling price which does not cover its operating 
I expenses. In short, sugar mills have been operating at a loss for the benefit 
! of cane-growers and the consuming public. But this situation cannot go on 
for ever and therefore starting from this year the Government has reduced 
the price of cane to K 30 per ton so that sugar mills wiil be able to operate 
on a profit. This situation brings out the point that public industrial enter- 
I prises do not enjoy as much freedom as private enterprises to take advantage 
I of the market situation to maximize their profits. 

There also seems to be a lack of coordination among the Government 
agencies. At times, Government agencies are importing the products that a 
State industry is producing. The Commerce Ministry sometimes issues 
licences for importing of goods that are also produced by public industrial 
enterprises. The market has at times been flooded with imported goods and 
I the State industry concerned has found it hard to meet the competition from 
the imported products. 

In order to improve this situation the present Government restricts the 
importing of those products which are produced by the public industrial 
enterprises and foreign exchange is not provided to any Government depart- 
ment or agency for import of a product produced by a state industry, unless 
the industry concerned furnishes a certificate to the effect that the product 
required is not available or cannot be produced at the time of requirement. 
Under the present arrangement of issuing import licences, Government issues 
import licences to Joint Venture Corporations only. These Corporations are 
partly public and partly private as their name implies. These Corporations 
« are also advised by the Commerce Development Corporation (a government 

agency) not. to import those articles and products produced by the public 
industrial enterprises. 

CONCLUSION 

The government at present has been taking all possible steps to improve 
the functioning of the public industries. More trainees have been sent 
abroad and training programmes within industries have been carried out to 
meet the shortage of teclinicians and executives. Labour Unions have been 
freed from political interference. Discipline in State industries has improved . 

In order to save time for import of urgently needed spare parts IDC 
has now received a block grant of foreign exchange and immediate action 
can be taken to import emergency requirements of spare parts and stores. 

One problem, however, is still left unsolved, and this is the disparitv 
between the pay scalesTn Government industries and those in the private 
sector. The civil service pay scales are adhered to in the public industrial 
mterpmes and they are inferior to the pay scales given in the private industries. 
The difference in the nature and conditions of work in factories from that 
i of the civil admimstration is yeti to be recognized by the State. 
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NOTES 


Tfie investments made fay the Government ' in the industrial sector 
though important to the future development of Bugna, are not efficient to 
“industrialize” Burma in the usual sense of that term. Indeed, to do so 
would require far more resources than can be reasonably managed by the 
Government. It is interesting to note that employment in the private 
industrial sector is more than ten times that of state industrial enterprises. 
Thus, the growth of industry in Burma depends far more on what happens in 
the private sector. The public industrial enterprises now established can 
employ only a small fraction of the manpower in Burma and will yield only a 
small part of the national product. Ttos, the industrial programme so far 
implemented is large only in relation to the size of the industrial sector of the 
past; it is not large in relation to the total economy. 
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SOME PROBLEMS OF ORGANIZATION AND MANAGEMENT 
OF PUBLIC INDUSTRIAL ENTERPRISES 
A Case-Study on Ceylon 

By 

THE ECAFE SECRETARIAT 

HISTORICAL BACKGROUND 

i 

I The desire for industrialization in Ceylon is really a desire tor indus- 
trial diversification and for progress beyond its traditional association 
with the processing of its three principal export crops, namely, tea, rubber 
and coconuts. There has been a gradual growth of a few consumir goods 
industries, but, owing to their specialized nature, they were unable to build 
up a broad industrial base. The wish to evolve a basis of this kind has guided 
the Government’s industrial policy for some time past, and accordingly the 
Government has ventured into industrial fields on its own or in co-operation 
with private enterprise. 

The Government’s initiation of industries on its own account goes 
back to the time of the Donoughmore Constitution, that is, the i943’s. Dur- 
ing the Second World War, the Government set up about a dozen small 
factories to supply articles mostly imported, such as plywood, paper, drugs, 
glassware, ceramic ware, acetic acid, wood products and re-rolled steel. 
Most of these were technically and economically unsound emergencN' affairs, 
showed losses with the ren-entry of competing foreign goods after the war, 
and were all closed down, except for the plywood factory and carpentry 
workshop. 

The Government reviewed its industrial policy in 1945 and its findings 
were published in a paper entitled Report on Industrial Development and 

I Policy (Sessional Paper XV— September, 1946), This report attempted to 
distinguish between basic and non-basic industries. The first were to be 
owned directly by the Government; the latter were to be left to private 
enterprise, with the State assisting them with technical information, advice 
and protection. 

The report of the 1951 International Bank Mission criticised the 
Government’s policy of entering all fields, and advocated the participation 
of private enterprise in government industrial schemes. It summed up 
“We cannot escape the conclusion that the Ministry of Industries, intent on 
building big factories of its own, has had its attention diverted from more 
fundamental areas of public service such as training technologists and skilled 
workers, affording technical and other aid to existing industries, and encou- 
raging enlistment of private capital and energies towards development of a 
sounder pattern of diversified small industries which the country needs." 


* The Economic. Development of Ceylon. Report of a Mission organized by the 
International Bank for Reconstruction and Development at the request of the 
Government of Ceylon. The Johns Hopkins Press, p. 514. 



NOTES 


It was in. pursuit of these, recommendations that, in 1955, the policy [ 
of joint govenimeiit. a.nd private participatioii in indiistry, was adopted, I 
through .the passing of the '."Goveriim.ent-Sponsored Corporations Act” j 
(No. 19 of 1955). The object of the Act is I 

'ho enable the establishment of coi'porations with capital provided i 
by the Government for taking over and ca.r.rying out the purpose | 
of .manufactories maintained wholly or partly constructed by the ! 
Government, to regulate the powers and duties of such corpora- I 
.rations, , to provide, .for the sale to the public of the shares of the I 
Government in. the capital of such corporations and for the coiiver- I 
• sion. of such ' corporations into incorporated public companies j 
with limited liability, when the Government ceases to hold more | 
than, twenty per ce.ntu.m. of the. capital of such corporations, a.nd to : 
m.ake p.rovision for purposes consequential .to , the aforesaid i 
matters.” 

This .A.ct..was. in pursuance of the , Gove.rnm.ent’s policy to .be a sponso.ring ■ 
agency to .make. up' for the lack of venturesomeness: . to invest .in industrial..: 
fields on the part of ' private capital in Ceylon. Once the enterprises were ; 
started successfolly, it. was the desire , of the Govemm.e.nt to transfer their | 
control to private capital. 

. After the' 1956 electio.ns, t,he new Government revised the policy of the i 
previous Government i.n.. favour of state' industrial co.rporations. The 
Government. Sponsored Co.rporatio.ns .Act of 1955 was replaced by the State : 
Industrial Corporations Act, 'No. 49 of 1957, which was described in. the :. 
legislation as ''.An Act to enable the establishm.e.nt of co.rporations with. ■; 
capital provided by the Government for setting up and carrying on industrial I 
u.ndertakin:gs previously carried'. on by corporations established under'; 
t.he Government Sponso.red Corporations Act, No. 19 of 1955; to regulate ; 
the powers and duties of the corporations established under this Act; and , 
to make provision for purposes consequential to the aforesaid matters”. | 

This State Industrial Corporations Act governs the organization, 
administration and management of the public industrial enterprises in Ceylon 
today. It is no longer the policy to turn them over to private enterprise, 
although, as we shall see later, private participation is sought in their manage- 
ment. Since the adoption of the Act, previously existing enterprises have been 
reorganized into state industrial corporations, and new ones established on 
similar lines. At the time of writing, the following public iindertakiiigs 
had been organized as state industrial corporations : 

Date of 




Initial 

incorporation \ 

Name of Corporation. 

Principal lines of 

capital 

under the SIC 

of production 

(1,000 Rs)* 

Act of 1957 

Kantalai Sugar Corp. 

sugar. 

21,500 

3 Dec. 1957 

National Salt Corp. , 
Ceylon .Mineral Sands 

salt and by-products 

14,000 

3 Dec. 1957 

Corp. 

. ilmenite ; , 

8,000 

3 Dec. 1957 : 

Natio,nal .Textile,.,.Corp.: 

.. cotton, goods .:v 

41,100 

10 Jan. 1958 

Eastern Paper Mills Corp. paper 

22,000 

1 July 1958 

Ceylon Carpentry Corp. 
Ceylon Oils and Fats 

wood furniture 

1,000 

23 July 1958 

Corp.. 

copra & coconut oil 

19,750 

1 Aug. 1958 

Ceylon Ceramics Corp. 
D.I. Leather Products 

pottery & chinaware 
footwear and leather 

3,000 

1 Aug. 1958 

Corp. 

products 

1,700 

1 Jan. 1959 

Gintota Plywoods Corp. 
Paranthan Chemicals 

plywood tea chests 
caustic soda, DDT 

2,800 

1 Jan. 1959 

Corp. 

8c other chemicals 

15,682 

1 Jan. 1959 

Ceylon Cement Corp. 

Rs 1:^US$0.2L 

cement 

26,812 

2 Jan. 1959 



NOTES This list, however, excludes a carpentry workshop, a tile factory and 

a rice mill set up in the Gal Oya valley in the eastern part of Ceylon by the 
Gal Oya Development Board, which is a statutory authority created for the 
i purpose of land clearance, settlement and area development. The Board is 
! also in the process of establishing a large sugar factory to process the cane 
I grown in the area, 

' ! OBJECTIVES, OF INDUSTRIAL ENTERPRISES 

The prime objective of Ceylon’s industrial policy is the desire for iiidiis- 
I trial diversification as a means of improving living standards. Initiative 
on the part of the Government has been necessary, because private enterprise 
—both Ceylonese, and foreign— was so closely associated with the ciiltiva- 
: tion and processing of plantation crops that hardly any capital was fortli- 
I coming to take risks in non-traditional fields of investment. 

I In deciding on what industries to start and own, the Goveriiraent has 
: been trying to make a distinction between “basic” and “non-basic” indus- 
tries, somewhat similar to the distinction made in India. No clear cri- 
teria have been laid down as to what constitute “basic” industries; only 
industries have been enumerated. This was done by a Committee in 1945 
and is also the present position as announced by the Minister of Industries 
in his statement on industrial policy in 1957. At various stages, “basic” 
industries have included cement, cotton spinning, drugs and pharmaceuticals 
i and the like, in addition to power, iron and steel and heavy chemicals. 

The definition of basic as distinct from non-basic, as well as the philo- 
sophy regarding public ownership often follows changes in political beliefs 
rather than strict economic considerations. Two stages of departmental 
; running, and separate corporations with the idea of ultimately handing them 
I over to private enterprise were passed through; with the change in the 
I Government in 1956, the idea of state corporation remained, but the 
j intention of transfer to private enterprise was given up. The Government 
I was clearly wedded to the idea of a socialist economy by gradually extending 
I the scope of the public sector through the establishment of new industries and 
I the nationalization of several of the existing ventures, such as port cargo 
handling bus transportation, etc. 

This history of objectives clearly shows that, while material prodiic- 
i tion and economic profit are considered relevant and desirable, they have not 
necessarily provided the raison d'etre of public undertakings. The real 
intentions have been more political and social in character, and it is these 
that have to be borne in mind when considering the special management 
problems encountered in the public undertakings of Ceylon. 

PROBLEMS OF MANAGEMENT : 

FACTORS EXTERNAL TO THE ENTERPRISE 

AVAILABILITY OF RESOURCES 

I Capital : The public enterprises in Ceylon, unlike those in many 
other countries, have not encountered serious difficulties in securing funds, 
including foreign exchange, from the Government. The high ratio of nation- 
: al income obtained as revenue by the Government of Ceylon, and its large 
I contribution to national capital formation have been the major factors in 
j providing public industrial enterprises with ample funds, while capital is not 
I easily available for private industrial ventures. A considerable proportion 
I of private savings, not channelled to the agricultural sector, also flows into 
I the Government s coffers. The relatively favourable situation enjoyed by 
j Ceylon, s products in world markets has provided sufficient foreign exchange 

I to meet the country’s present needs for consumption and investment. 

I Raw materials : Too much- attention appears to have been paid in 
' Ceylon to the question of basing industries on the availability of local raw 
‘ materials; it has often prevented thought being directed to industries that 
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could have been started on the basis of imported raw materials. As a matter i NOTES 

of fact, many old and newly developing industrial communilies in the world | 
have based their industries on imported raw materials. In this connexion, I 
the Report of the Bank Mission was quite explicit : 

“Nothing in potential economic development can more easily lead to 
false conclusions than the question of available raw materials. 

“In the first place, local occurrence of a raw material is not a necessary 
condition for the establishment of an industry. It helps, but it is only one 
factor among many. Where other conditions are highly favourable, a i 
sound industry frequently can be built upon imported materials. For 
instance, it is improbable that Ceylon can ever be a good, wheat-growing 
area; but local milling of foreign wheat would save on exchange, shipping ^ 
and unloading costs, would minimize storage problems under tropical condi- 
tions, and would make valuable by-product animal feeds available locally ; 
instead of somewhere else.”'^ 

However, most of Ceylon’s public undertakings have been initiated on 
the basis of availability of local raw materials. The cement factory is 
based on the limestone deposits in the Jaffna peninsula in the north; the 
.Kantalai and Gal Oya sugar factories and the textile mill, will of course, 
depend on domestic sugarcane and cotton cultivation; the Mineral Sands 
Corporation will refine and process the mineral deposits at Pulmoddai for 
export; the paper mill is based on the exploitation of local ///u/c grasses; the 
same is true of the salt, ceramics, oils and fats, plywood, leather and chemical 
factories. Based, as they are, on the local availability of raw materials, 
the industries generally have not experienced of difficulties due to shortages 
of raw material supplies. A notable exception has been the Oils and Fats 
Mill, which has, sometimes, experienced shortages of copra during poor 
crop seasons. 

Manpower : Ceylon has a surplus of unskilled labour, and an excess 
supply for clerical jobs, although there is a critical shortage of skilled labour. 

There is also a shortage of top level technicians and skilled managers of 
industry. 

Various attempts have been made to overcome the shortage of skilled 
labour, but the educational system has not produced craftsmen as distinct . 
from literate clerical workers. The lack of an already existing industrial 
environment is a responsible factor. It is not true that the Ceylonese worker i 
is slow at acquiring skills, and, as noted in the Bank Mission report : “Once 
satisfactorily placed, he prefers to remain in his job a long time, and so : 
becomes proficient. Security of tenure is more important to him than | 
personal advancement. This has a tendency to stifle the ambition to learn I 
techniques beyond, the requirements of his immediate task, and thus inter- i 
feres with the upgrading process upon which industry normally counts to | 
produce its foremen and supervisors,”* ** '*' . ; 

Attempts have been made to overcome the critical shortage of skilled 
technicians and managers by recruiting foreign personnel, and by sending 
Ceylonese nationals abroad to acquire techniques. " ! 

In addition, administrative and technical personnel from government 
departments have been deputed to the Boards of these industries. This is 
not altogether surprising, as government service' in Ceylon has attracted the 
best talents available in the country. Even people with fairly comfortable 
incomes from plantations and other property have preferred to join the civil 
service for reasons of prestige. 

Power and transport : Ceylon has no large power-consuming indus- 
tries, so that lack of power is not a serious bottleneck in the operation of 
industrial undertakings. The ten-year plan is, however, based on rapid 
power development, which will raise the country’s present capacity of about 


* Op, cit , pp. 524-525. 

** Oj?. cz7., p. 524, 


NOTES ' 82 M'W to 382; MW by 1968 . ■ The problem faced by industrial undertakings 
I has, however, not been so much the availability of power as the price charged 
for it. Lack of realistic accounting has led to iinsoimd decisions. For 
example, the hydroelectrical plant in the Gal Oya valley is installed to supply 
a maximum of 10 MW, but the present demand is in the range of about 
1 MW only; the rest of its capacity remains unutilized. The iiiarginal cost 
of supplying power to the rice mill would be indeed small. However, 

I the electricity department in the valley would charge 5 to 6 cents per kWh 
to the rice mill, which would therefore find it more economical to meet its 
power needs from a steam boiler. Thus there is wastage in terms of the 
capital cost of the boiler plus the cost of obtaining steam, while power from 
the electrical installation remains unutilized. 

A similar situation obtains in regard to transport. The Government 
is the sole ownei of the country’s railway system. The extremely favourable 
rates given to the government-owned cement factory have vitiated the eco- 
nomies of local cement production. They have led to the overlooking of 
water transport between Kankesantiirai, the port at which Ceylon cement is 
produced, and Colombo or Galle, the ports to which cement is at present 
brought by rail for distribution and consumption. Similarly, oil is also 
carried by rail from Colombo to the factory at Kankesanturai. The Govern- 
ment levies duty on oil, which raises the cost of cement produced at the 
factory, and this cost is used in reaching decisions on the expansion of local 
production. In all such instances, it would be desirable if the true aggre- 
gate costs to the country were worked out, eliminating the internai Iransrers 
between the different accounting entities. 

RELATIONSHIP WITH THE GOVERNMENT 

Power of the Minister : Under the State Industrial Corporations Act, 
the general control of the affairs of public undertakings has been vested in 
Boards of Directors, who are appointed by the Minister of Industries. The 
Minister is also responsible for appointing the Chairman and Managing 
Director from the members of the Board of Directors. The Minister accepts 
the resignation of Directors, or’ removes them from office, at his discretion. 
Only the Managing Director is given definite terms and conditions at the 
time of his appointment. 

The Act also empowers the Minister to give general directions from 
time to time, and also special directions “as to the exercise of the powers and 
the discharge of the duties of such Board.” The implementation of the 
Minister’s general and special directions by the Board is mandatory. The 
Minister is also empowered to have inquiries instituted at his instance. 
Finally, The Board of Directors has been enjoined to submit to the Minister 
the audit report, profit and loss account and balance sheet, and a report on 
j the work of the corporation for the period covered by the profit and loss 
i account and the balance sheet. These powers are designed to ensure the 
I accountability of the enterprises to Parliament. Broadly speaking, the 
I Minister’s powers, as in the United Kingdom, fall into three groups : power 
I to appoint and remove Board members, power over specific matters pertain- 
j ing to an enterprise, and power of issuing “general directives” to the Boards 
: on matters affecting the national interest. 

I The power to issue directives has been subject to criticism. In inten- 
I tion, these powers ought to concern major matters of policy, and not parti- 
cular matters of management or operation. However, the Ministers have 
sometimes used these powers on matters of detail. Following a strike of 
electrical workers, the Government raised wages in all enterprises, regardless 
I whether they could economically afford it or not. Similarly, workers ha\'c 
I been treated to rent allowances, statutory holidays, etc. available in the 
I administrative services. These benefits, in the present state of Ceylon’s 
I economy, might be quite out of proportion to what may be deemed as econo- 
I mically feasible, either for industry or for the administrative services. There 
I is an instance of a chairman of a corporation even resigning in prote.st against 



the enforcement of statutory holidays for the employees of corporation 
by a Ministerial directive. The test of earnings seems to have flen overlook- 
ed in such concessions, given primarily on non-economic grounds. 

Parliamentary control : It is true that the enterprises ought to be I 
subject to parliamentary control in the last analysis. In a democratic society, | 
‘Mt is natural that parliamentary questions will be put down on the public 
enterprises. Any suggestion to the contrary will seem most undemocratic. 
These questions will have to do with individual decisions — particular 
purchases, sales, recruitments, product designs, — and may involve genuine 
mistakes. Nothing is more reliable in a democracy than the instinct of the 
politician for the errors of others.”'’' 

Yet, if this is the case, responsibility will be shelved, and the process ! 
of reaching quick business decisions will be replaced by the present method ; 
of reaching civil service decisions with all its delays. It is this realization : 
which has caused the United Kingdom Parliament to prohibit considerations ^ 
of all questions about individual decisions of public corporations. 

The cure does not lie in granting absolute independence to the enter- 
prises. Rational rules on labour relations, procurement procedures, financial | 
procedures, etc. could be laid down in advance without hampering manage- | 
ment. And management should be asked to operate the plant most efficiently ; 
in an economic sense. 

“Here then is the answer. Subject only to guiding rules the public I 
enterprise must be free of question on its decisions. Ministers and govern- | 
ment must protect it in this freedom. At the same time, it must be held 
strictly to account for results. Autonomy is for a purpose— to enable it to | 
produce results. I 

“Since the principal test of performance is earnings, the public enter- 
prise must be in a position to resist the undue demands of its employees 
or customers. This is another reason why individual action should not be 
subject to ministerial or parliamentary review. If they are, workers and : 
customers will soon learn to go to the ultimate source of power which is ^ 
the minister or the member of Parliament. Good politicians are always ; 
sensitive to such demands. It is their business to be. But the price of inter- | 
vention in response to individual pressures will again be overall failure of the ; 
enterprise. . ' i 

“So again we see the need for autonomy of decision, including auto- I 
nomy on the important questions of wage regulation and price making. } 
This does not mean that the public enterprise should be tough and cold- | 
blooded in its dealings with labour or customers. As noted, requirements for j 
equitable treatment of labour should be specified in the charter. And the } 
public enterprise cannot forget that it was created to serve its customers. ; 
But it must have the independence which enables it to withstand political 
pressures on behalf of special favours for its workers and customers.” 

Relationship with civil service : While corporations are directly respon- j 
sible to the Minister, and through the Minister to the Parliament, the | 
Minister, in practice, has relied for advice on the Ministry, and there has, ! 
therefore, been much less independence from the civil service as at first i 
sight would appear from a reading of the State Industrial Corporations Act. i 
In poinf of factjlhe aufonomy of the enterprise is not automatically assumed 
by an enactment establishing a corporate structure. In practice, the corpo- 
ration although customers on the Satute book, may be made completely 
dependent on a ministry, and to follow civil service procedures which may 
hamper adoption of business-like practices, Ceylon has realized the neces- 
sity to reduce this dependence. ' 


* John Kenneth Galbraith, Industrial Organization and Economic Development 
Colombo, April 15, 1959, p. 12. 

** Galbraith, 0/7. aX, pp. 12-14. 
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i ■ What i^ss clearly understood is deceirtralization. “The state hmmg 
I created the organization must, in effect, be willing to hold it at length. 

I It must remove it from any close connection with the civil service. It must 
; accord it freedom from civil service clearances, procedures, and working rules. 

I It must give it freedom of decision — this is the most difficult point oi all— 

I including freedom even to the point of making mistakes. Some mistakes are 
inherent in the tempo of business decisions. They can be avoided only by 
slowing down the speed of decision and having a full drill of civil service 
clearances. But this is the one thing that cannot be tolerated. It means 
each decision is right at the price of overall failure in the result. While the 
I individual trees are being saved the forest is destroyed.”'^'* 

I The crux of the problem of dependence on the civil service lies in. the 
I system of deputations, for which rather detailed provisions are made in the 
I State Industrial Corporations Act. 

; The drawback of this system of deputations is that the traditions of 
! the civil service die hard. Even when an officer of the Government lias been 
I nominated as a managing director or a board chairman of a state industrial 
I corporation, his independence of judgment is often limited by the habit of 
j seeking concurrence of his senior or superior colleagues in the service. His 
I qualificatioris also tend to be unsuitable to the running of a business enter- 
I prise. For instance, in personnel policies, he is likely to weigh considerations 
^-of age and seniority above proficiency. Where his secondment is of a 
temporary nature, his dependence on senior colleagues and civil service 
i procedures is likely to be absolute. 

In this connexion, it is appropriate to bear in mind the major difference 
; between running a civil department of government and a public business 
I enterprise. The difference lies in the nature of business decisions. 

I “The ordinary civil department of government has a relatively low 
I tempo of decision-making and there is a high premium on the rightness of 
I individual decision. The wrong decision may set a precedent and the liberty 
I and well-being of the citizen may be involved. Mistakes will certainly 
I invite political criticism for it is the function of political criticism to attack 
I error. Accordingly there is always an elaborate procedure for review and 
I clearance up through the hierarchy of government. The tempo of decision 
i is adjusted to such procedures. And these safeguards, though often deplored 
I as red tape, are on the whole a useful protection for the citizen. 

I “In the productive enterprise things are very different. As a Ceylon 
Commission observed a few years ago (The Commission on Government 
Commercial Undertakings, November 1953) the productive enterprise 
‘demands prompt decision and quick action and it cannot wait until the cir- 
cumlucution of reference from Activity to Department, Department to 
Ministry, Ministry to Treasury and sometimes Treasury to Minister has 
been inexorably gone through’. The price of such delay will be idle men and 
plant, high cost, lost opportunity. 

“While decisions in the productive enterprise must be made far more 
rapidly than in ordinary government departments they are of a sort that can 
be made more rapidly. For— always with exceptions— the ordinary indi- 
vidual business decision is not usually of critical importance. It rarely sets 
a precedent. The liberty and well-being of citizens is rarely affected on a 
! large scale. Mistakes can usually be retrieved fairly easily. Wrona deci- 
; sions can often be reversed when it becomes clear that they are wrong. If a 
i price is too high it can be lowered. If too low it can be raised. In the busi- 
I ness eiiterprise promptness of decision is far more important than precision. 

I It is not a perfect score but a high average which marks the successful business 
I manager. The successful manager is not a genius. But invariabiv he has a 
high capacity to make up his mind.”** 


* Galbraith, op, ciL, p, 11, 

* Galbraith, op. cit.j pp. 12-14, 
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Financial control : Under the State Industrial Corpoi%tions Act, the ’ ' 
corporations start with capital as approved by Parliament. This capital is ; 
generally sufficient to meet the initial capital outlay and provide working | 
capital. I 

The enterprises are generally enjoined to operate in such a way as to 
enable them to meet at least their current liabilities. In intention, therefore, 
the enterprises are required to avoid incurring continuous losses, although I 
in practice they have done so. They are, of course, not prevented from I 
earning surpluses. These surpluses are subject to income tax. The balance 
of the profits could either be transferred to reserves, with the approval of : 
the Minister, or credited to the consolidated fund of Ceylon, with the approval | 
of the Minister of Finance. ' I 

The capital of the corporation can only be increased by money voted by | 
the Parliament. In this sense, the approval of investment decisions rests | 
with Parliament. I 

Financial control over the enterprises is secured by the requirements i 
of a^t, submission of audited financial accounts to the Minister, and, : 
through the Minister, to Parliament and the need to go to the Parliament i 
for funds for capital outlay. j 

The auditor, under the Act, is appointed by the Minister, on the advice | 
of the Auditor-General, who has the power to direct the manner in which ; 
accounts shall be audited, to conduct a supplementary or test audit, and to ; 
comment upon or supplement, the auditor’s report. The Board of Directors j 
is required to submit the auditor’s report, together with the Auditor-General’s | 
comments, to the Minister. I 

This practice is similar to that in India, but unlike in India, there has 
not been much criticism in public enterprise management circles in Ceylon i 
of the exercise of his powers by the Auditor-General. In other respects, | 
finance has been rather liberal, and none of the corporations seem to have | 
any complaint on that score, | 

What is really needed, however, is what may be termed as “efficiency I 
audit”, incomparably wider in scope than the custornary audit of accounts. ^ 
Its “object would be to ascertain whether a public corporation is conducting | 
its work well or feebly, to call attention to merits and shortcomings, to make i 
suggestions for improvement, aild to act as the eyes and ears of the general | 
public”. An audit of this kind would concern itself with the efficiency of | 
an undertaking operating within the framework of policy already laid down j 
in the statutes, regulations and directions. It would inquire “into such i 
matters as the character, quantity and quality of goods or services provided; i 
price policy; efficiency of administration; personnel questions, including pay, | 
recruitment, and methods of promotion; relations between the board and the | 
consumer; capital expenditue, and the methods of financing it, and so ; 
forth.” It should not, normally, raise questions involving fundamental I 
policy decisions, such as the wage policy of the Government or subsidization ■: 
of certain essential services. Ad hoc committees could be appointed for ; 
investigations of a more fundamental character. 

THE BOARD OF DIRECTORS 

The importance of the board of directors should not be minimized, : 
because it is the source from which “flow all the decisions on policy and | 
administration which together make up good or bad management.” 

As for size, the boards in Ceylon are relatively small, with four to six - 
members. The members are chosen from the civil service and from a wider 
group of experienced businessmen. The major drawback, in this respect, 


* William A. Problems of Nationalized Industry (G&orgQ Allen & Unwin 

1952), p, 321. 

Robson, pp. c/Y., p. 323. 

Robson, O/?. dr., p. 91. 
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in Ceylon, hdwever, is political factors that have sometimes influenced the 
nomination of the members. The boards have been made to resign or have 

been dismissed, not only on a change of Govemmeiit, but even on a change of 
individual ministers. This is a departure from the cherished tradition of 
avoiding political criteria in appointments and promotions in the civil ser- 
vice, judiciary and public appointments administration in Ceylon. 

I In operation, the boards have sometimes concenied themselves with 

petty details rather than (questions of bro This had led to a conflict 

between the general manager and technical personnel on the staff and the 
non-professional board members. 

i In one case, the manager of an enterprise clearly expressed a preference 
I to operate under departmental running rather than being subject to be an 
I isolated case, since in most corporations the Chairman of the Board combines 
I also the functions of the manager or managing director. 

i In this sense, some of the boards are assuming the character more of 

a functional board than a policy board. This is particularly true of the 

Paraiithan Chemicals Corporation, the Ceylon Cement Corporation and the 
National Salt Coiporation, They have as chairmen or managing directors, 
technologists, functionally in charge of production. Other boards are 
I primarily policy boards, the members representing the experience of private 
I business or public administration, 
i ' 

LABOUR 

A major, perhaps the most important, problem confronted by public 
enterprises in Ceylon, is in the field of labour relations, it presents itself 
in its most acute in the sphere of public undertakings. Labour, particularly 
industrial labour, as is to be expected, is the main concern of many political 
parties. A number of political groups in opposition at times exploit econo- 
mic grievances to cause embarrassment to the Government. While produc- 
tivity is declined or remained at a standstill, real wage increases were given to 
labour, and their rewards seriously affected the economic viability, 
of the enterprises directly concerned and the economy as a whole. The wage 
increases have stimulated general consumption, and no measures have been 
taken to increase savings and investments. 

I In CeyioiTs economy,* the objective of increasing national productivity 
1 has, in practice, often been decreased from on account of pressures from 
I various groups to increase their own share of the national product at the 
I expense of the community or some other group. For example, the passengers 
j of nationalized bus and rail transport services have been successful in securing 
j cheap fares, and workers in these industries higher wages, at the expense of 
I the general exchequer. In the last year many ships stopped calling at Colombo 
j port; freight rates to Colombo have been raised twenty-five per cent. Not 
I only do the strikes directly affect the industries concerned; they are usually 
; followed by sympathy strikes in other associated industries. The burden 
I ultimately falls on the community at large. It results in a lower national 
I product, a problem with which the individual pressure group is not concerned. 

I It only remains to point out a few instances of how the usual industrial 
‘ over-ridden by socio-political factors. In 1957, real wage rates 

were raised following an increase in allowances granted to^all government 
employees paid on a monthly basis. They were next granted statutory 
holidays. Ceylon labour, in public undertakings enjoys, in 
^.ddition to Sundays, all full moon days and some other religious holidays as 
I public holidays. The workers are permitted to hold lengthy^ union meetings 
cLurmg working hours. Dismissal for inefiiciency, refusal to work, or oul- 
right insubordination is practically impossible, as it would provoke a strike. 
In 1958, the daily wage rates in several types of work were replaced by monthly 
wages, which entitled the workers not only to security of tenure, but made 
them eligible for housing or rent allowances. Recently the Government 
had to grant a monthly wage basis even to dock labour. Each concession 
j granted sets a precedent for a further concession. In the meanwhile, most 
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enterprises are operating at a financial loss, instead of providing surpluses 
required to finance further development. 

MANAGEMENT 

Ceylon, like the other less developed countries, has a shortage of com- 
petent manager. However, the problem of supply of managerial talent is 
far less important than the conditions under which management works. 

It is often argued that lower salaries in public enterprises do not attract 1 
competent managerial talent. This is not so. First, with all the prerogatives | 
included, the managers of public undertakings in Ceylon are not paid any i 
less than in private enterprise. Secondly, the civil service, with relatively | 
lower salaries, has been able to secure the best talent available in the country. | 

The real drawback is not the lack of qualified personnel but the frus- j 
trations of public industrial employment. Professor Galbraith has aptly 
summed up the situation as follows : 

'Tn most such (less developed) countries and certainly Ceylon is 
one, a proper s^rch will turn up competent managers. Training will 
make more available. And, while management must be a well-paid 
profession, no country in modest circumstances should think it neces- I 
sary to pay exceptionally high salaries. Good performance depends ; 
not on pay but on the instinct to workmanship. The best men in every i 
profession including management are motivated by a sense of achieve- | 
ment rather than by money. The individual who places exclusive ! 
emphasis on his pay is at least partly disqualified for that reason. | 
But the best man in the world can be defeated if he is not given j 
the proper chance. And the tendency in public enterprises is not to j 
choose the worng men — that sometimes happens but less often than | 
supposed — but to select good men and then deny them the chance to I 
make good.”*** 


* Galbraith, Op^ cit.^ pp. 4-5. 
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STATE INDUSTRIAL CORPORATIONS ACT 
NO. 49 OF 1957 

I An Act to enable the establishment of corporations with capital provi- 
I ded by the Government for setting up and carrying on industrial undertakings, 

I or taking over and carrying on industrial undertakings previously carried on 
I by corporations established under the Government Sponsored Corporations 
I Act, No. 19 of 1955; to regulate the powers and duties of the corporations 
I established under this Act; and to make provision for purposes consequential 
to the aforesaid matters : 

DATE OF ASSENT : NOVEMBER I, 1957 

Be it enacted by the Queen’s Most Excellent Majesty, by and with the advice 
and consent of the Senate and the House of Representatives of Ceylon in 
this present Paiiianient assembled, and by the* authority of the same, as 
follows : 

SHORT TITLE 

1. This Act may be cited as the State Industrial Corporations Act, 
No. 49 of 1957. 

INCORPORATION ORDER FOR ESTABLISHMENT 
OF A STATE INDUSTRIAL CORPORATION 

j 2. (1) Where the Government considers it necessary that a corporation 
should be established for the purpose of — 

1 (a) setting up and carrying on any industrial undertaking; or 

j (b) taking over and carrying on any industrial undertaking pre- 

! viously carried on by any corporation which was established 

I under the Government Sponsored Corporations Act, No. 19 

i of 1955, and was subsequently dissolved, 

; the Minister, with the approval of the Government, may by Order (hereinafter 
i referred to as the Incorporation Order) published in the Gazette— 

j (f) specify the industrial undertaking (hereinafter referred to 

I as the “Specified Industrial Undertaking”) to which the 

I Order relates; 

j (n) declare that a corporation shall be established for the 

purpose of setting up and carrying on, or taking over and 
carrying on, as the case may be, the Specified Industrial 
Undertaking; 

j (ifi) assign a corporate name to the corporation; 



(iv) specify the initial capital of the corporation which shall not i 

exceed such amount as shall have been approved by the i 
House of Representatives;. ; 

(v) state the principal place of business of the corporation; | 

(vi) fix the number of members of the Board of Directors of the | 

corporation, the number so fixed being not less than three j 
and not more than seven; | 

(vu) appoint as the first members of such Board any persons j 
who, iin4er this Act, are qualified for being such members; 
and 

(vin) appoint one of the members of such Board as the Chairman 
of such Board. 

(2) Upon the publication of the Incorporation Order in the Gazette, I 

a corporation (hereinafter referred to as the Corporation) consisting of the | 
persons who are for the time being members thereof by virtue of section 9, | 
with the corporate name specified in such Order, and with perpetual succes- j 
sion shall be deemed to have been established. I 

(3) The Corporation may sue and be sued in its corporate name. 

OBJECTS OF THE CORPORATION 

3. (1) The purposes constituting the Specified Industrial Undertak- i 

ing according to the description of that Undertaking In the Incorporation | 
Order shall be the objects of the Corporation. i 

• j 

(2) The Minister may, with the approval of the Government, alter the i 
objects of the Corporation by mending, by Order published in the Gazette, j 
the description of the Specified Industrial Undertaking contained in the | 
Incoiporation Order. 1 

PRINCIPAL PLACE OF BUSINESS OF THE CORPORATION i 

. ■ I 

4. (1) The principal place of business of the Corporation shall be ! 

that specified in the Incorporation Order. 

POWERS OF THE CORPORATION | 

5. (1) The Corporation shall have the power to acquire and hold 

and to take on hire or lease any movable or immovable property and to give 
on hire or lease or to sell or otherwise dispose of any of its properties : • 

Provided that no immovable property of the Corporation shall be sold I 
without the prior approval of the Minister. 

(2) The Corporation shall have the power to do anything necessary 
^ for, or conducive or incidental to, the carrying out of its objects, including the 

power to borrow money for carrying out its objects and to secure the pay- i 
ment of any sum of money by the mortgage of any of its properties; 

Provided that the Corporation shall not borrow or secure the pay- ! 
ment of any sum of money exceeding such amount as may be determined ^ 
' from time to time by the Minister with the concurrence of the Minister of I 

Finance. j 

LIABILITY OF THE CORPORATICiN LIMITED 
TO ITS CAPITAL 

6. The liability of the Corporation shall be limited to the capital of 
the Corporation. 
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SEAL OF THE CORPORATION 


,1 : 7. (I) The Corporation shall have a common sea! which shall be in 

I the custody of the Board of Directors. 

i (2) The seal of the Corporation may be altered in such manner as may 
I be determined by the Board of Directors. 

i (3) The seal of the Corporation shall not be affixed to any instrument 
I or document except in the presence of two members oi the Board ot Direc- 
j tors both of whom shall sign the instrument or document in token of their 
I presence. 

I (4) The Board of Directors shall maintain a register of the instru- 
I ments or documents to which the seal of the Corporation is affixed. 

I GENERAL CONTROL OF THE AFFAIRS, AND THE 

EXERCISE OF THE POWERS, OF THE CORPORATION 

I 8. Subject to the other provisions of this Act, — 

{a) the General control of the affairs of the Corporation shall be 
vested in a Board of Directors constituted as hereinafter pro- 
vided, and 

{b) such Board may exercise the powers of the Corporation for 
the purpose of carrying out the objects of the Corporation. 

MEMBERS OF THE CORPORATION 

9. The persons holding office for the time being as members of the 
Board of Directors shall be the members of the Corporation. 

NUMBER OF DIRECTORS 

10. The Board of Directors shall consist of such number of directors 
as is fixed by the Incorporation order. 

DISQUALIFICATION FOR BEING A DIRECTOR 

11. A Senator or a Member of Parliament shall not be qualified to be 
a director. 

APPOINTMENT OF DIRECTORS 

12. The Minister shall appoint the directors from among persons 
(including officers in the public service) who appear to the Minister to have 
had experience of and shown capacity in industrial, administrative, com- 
mercial, financial or legal matters, applied sciences, or the organization of 
workers. 

APPOINTMENT OF CHAIRMAN OF THE BOARD 
OF DIRECTORS 

13. The Minister shall appoint one of the directors as the Chairman 
of the Board of Directors. 

MANAGING DIRECTOR OF THE CORPORATION 

14. (1) The Minister may at any time appoint one of the directors 
as the Managing Director of the Corporation. The Chairman of the Board 
of Directors shall be eligible for appointment as the Managing Director. 

(2) The Managing Director of the Corporation shall be eligible for 
appointment as the Chairman of the Board of Directors. 



(3) The terms and conditions of the appointment of the Managing | 

Director of the Corporation shall be determined by the Minister with the con- j 
currence of the Minister of Finance. ; 

(4) The Managing Director’s term of office, his remuneration, his 

resignation or removal from or vacation of office, and his eligibility for re- 
appointment on vacation of office shall be in accordance with the terms and ; 
conditions of his appointment. ' ’ , ' j 

TERM OF OFFICE OF DIRECTORS OTHER | 

THAN MANAGING DIRECTOR 

1 5. Every director, other than the Managing Director, shall hold office I 

for a period of three years, unless he vacates or is removed from office ^ 
earlier. _ ■ | 

APPOINTMENT OF ACTING DIRECTORS I 

! 

16. If any director is temporarily unable to discharge the duties of 
his office on account of ill-health, absence from Ceylon, or any other cause, 
the Minister may appoint some other person to act as a director in his place. I 

RESIGNATION OF DIRECTORS OTHER | 

THAN MANAGING DIRECTOR ! 

17. A director, other than the Managing Director, may resign office j 

by letter addressed to the Minister. i 

REMOVAL OF DIRECTORS, OTHER THAN 
MANAGING DIRECTOR FROM OFFICE 

18. The Minister may, if he thinks it expedient to do so, remove a 

director, other than the Managing Director, from office. I 

ELIGIBILITY OF DIRECTORS, OTHER THAN MANAGING | 

DIRECTOR FOR RE-APPOINTMENT | 

I 

I 

19. A director, other than the Managing Director, who vacates 1 

office by effluxion of time shall be eligible for re-appointment. j 

REMUNERATION OF DIRECTORS, OTHER THAN j 

THE MANAGING DIRECTOR ! 

20. The directors, other than the Managing Director, may be remu- ! 

nerated out of the funds of the Corporation in such manner and at such rates 
as the Minister, with the concurrence of the Minister of Finance, may i 
determine. ' i 

! 

THE FIRST DIRECTORS i 

21 . The first directors shall be the persons appointed as such directors | 

by the Incorporation Order, and their term of office shall commence on the j 
date of publication of such Order in the Gazette. i 

■■ ■ ■ i 

THE HRST CHAIRMAN OF THE BOARD OF i 

DIRECTORS I 

22. The first Chairman of the Board of Directors shall be the person 
appointed as such Chairman by the Incorporation Order. 

CAPITAL OF THE CORPORATKSSt 

23. (1) The initial capital of the Corporation shall be that specified 
in the Incorporation Order. 
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’ ' (2) The capital of the Corporation may be increased fro:m_ time to 

time by such amount as may be authorized by resolution of the ^ House of 
! Representatives to be paid to the Corporation for the purpose of inci easing 
such capital. 

QUORUM FOR MEETINGS OF BOARD OF 
DIRECTORS 

i 24. The quorum for any meeting of the Board of Directors shall, until 
j it is prescribed by regulation, be three members. 

i 

TRANSFER OF CROWN PROPERTY AND CERTAIN CONTRACTS 
AND LIABILITIES TO THE CORPORATION 

25. (1) The Minister may, subject to the provisions of sub-section 
I (2) and sub-section (3^ by Order published in the Gazette transfer to the 
Corporation — 

(a) any movable or immovable property of the Crown required 
for the purposes of the Corporation, and 

I (b) any contracts and liabilities of the Crown comiected with such 

I purposes. 

I (2) No movable property, and no contract or liability, of the Crown 
I shall be transferred to the Corporation under siib-section (1 ) without the con- 
! currence of the Minister of Finance. 

I (3) No immovable property of the Crown shall be transferred to the 
i Corporation under sub-section (1) without the concurrence of the Minister 
of Finance and the Minister to whom the subject of Crown lands is for 
the time being assigned. 

I (4) upon the publication of an order under sub-section (I ) in the 
j Gazette— 

I (a) the properties specified in that Order shall vest in and be the 

I properties of the Corporation, 

I (b) the contracts specified in that Order shall be deemed to be 

I the contracts of the Corporation and all subsisting rights and 

obligations of the Crown under such contracts shall be deem- 
ed to be the rights and obligations of the Corporation, and 

(e) the liabilities specified in that Order shall be deemed to be 
the liabilities of the Corporation. 

j appointment of PUBLIC OFFICERS TO THE STAFF 

I OF THE CORPORATION 

j 26. (1) At the request of the Board of Directors, any ofticer in the 
■ public service may^ with the consent of that officer and of the Secretary to the 
: Treasury, be temporarily appointed to the staff of the Corporation for such 
period as may be determined by such Board with like consent or be perma- 
nently appointed to such staff. 

I (2) The provisions of sub-section (1) shall apply to the appointment 
I as the Managing Director of the Corporation of any such member of the 
I Board of Directors as is an officer in the public service. 

(3) Where an officer in the public service is temporarily appointed to 
the staff of the Corporation — 

(a) he shall be subject to the same disciplinary control as anv 
other member of such staff; 

I (b) if, at the time of his temporary appointment to the staff of the 

I Corporation, his substantive post in the public service was a 



post declared to be 'pensionable under the Minutes on | 
Pensions.,— I 

(i) he shall, while in the employ of the Corporation, be 
deemed to have been seconded to an office to^which pen- 
sion rights are not attached and accordingly section 24 
of those Minutes shall apply to him and 

{Uy in respect of him the Board of Directors shall pay out 
of the funds of the Corporation to the Deputy Secretary 
to the Treasury to be credited to the Consolidated Fund 
of Ceylon for every complete month during which he is 
in the employ of the Corporation such sum not exceed- 
ing twenty-five per centum of the salary payable to him 
in his substantive post in the public service as may be 
determined by the Minister of Finance; and 

(c) if, at the time of his permanent appointment to the staff 
of the Corporation, he was a contributor to the Public Provi- 
dent Fund established under the Public Service Provident 
Fund Ordinance, No. 18 of 1942, he shall, for the purposes 
of that Ordinance, be deemed to have left the service of the 
Government upon the determination of contract with the 
consent of the Government otherwise than by dismissal. 

(4) Where the Corporation employs any person who has entered into i 
a contract with the Government by which he has agreed to serve the Govern- | 
ment for a specified period, any period of service to the Corporation by that | 
person shall be regarded as service to the Government for the purpose of dis- ; 
charging the obligations of such contract. | 

DISPOSITION OF PROFITS OF THE CORPORATION i 

27. Out of the profits of the Corporation in each year the Board of | 
Directors shall, with the approval of the Minister, pay to general or specific I 
reserves of the Corporation such sums of money as may be determined | 
by such Board with such approval, and the balance, if any, of such profits | 
shall, with the approval of the Minister of Finance, be paid to the Deputy ; 
Secretary to the Treasury to be credited to the Consolidated Fund of Ceylon, j 

i 

ACCOUNTS OF THE CORPORATION ' 

■« 

28. (1) The financial year of the Corporation shall end on the thirty- | 

first day of March. I 

(2) The Board of Directors shall cause the accounts of the Corporation | 

to be kept in the same manner and form as the accounts of a company under ; 
the Companies Ordinance, No. 51 of 1938. ; 

(3) The books of accounts of the Coloration shall be kept at the | 

principal place of business of the Corporation. j 

•AUDIT ' 

j 

29. (1) The accounts of the Corporation shall be audited annually by ^ 
an auditor (hereinafter referred to as the auditor) appointed by the Minister j 
on the advice of the Auditor-General. The auditor so appointed shall be I 
registered under the Companies Ordinance, No. 51 of 1938. The auditor | 
shall receive such remuneration from the funds of the Corporation as the j 
Minister may determine with the concurrence of the Minister of Finance. | 

(2) The Auditor-General shall have power— i 

(a) to direct the manner in which the Corporation’s accounts 
shall be audited by the auditor and to give the auditor ins- ' 
tructions in regard to any matter relating to the performance 
of his functions as the auditor, and i 
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NOTES ! {b) to condiiet.a'suppleramtary ortest audit of the 

J accounts by such person or persons as the Auditor-General 

may authorize in that behalf and for the purpose of such 
audit, to require information or additional information to be 
furnished to any person or persons so pthorized, on such 
I matters, by such person or persons, and in such form, as the 

Auditor-General may, by general or special order, direct. 

I (3) The auditor shall examine the accounts of the Corporation and 
I furnish a report stating — 

I (/) whether he has or has not obtained all the information and 

j explanations required by him; and 

I (//) whether the balance sheet and accounts referred to in the 

i report are properly drawn up so as to exhibit a true and fair 

I view of the affairs of the Corporation. 

(4) The auditor shall submit a copy of his audit report to the Auditor- 
I General who shall have the right to comment upon, or supplement, the 
I auditor’s report in such manner as the Auditor-General may think fit. 

I (5) The Auditor-General shall transmit the audit report together with 
I his comments upon, or his supplement to, such report to the Board of 
I Directors. 


I DOCUMENTS TO BE SENT TO THE MINISTER AND LAID 

I BEFORE HOUSE OF REPRESENTATIVES 

i ■ • 

30. (i) The Board of Directors shall, on receipt of the auditor’s 
j report in each year, transmit to the Minister — 

i 

(a) a copy of such report together with the Auditor-General’s 
comments (if any) upon, and his supplement (if any) to, such 
report; 

(^) a copy of the profit and loss account; 

(c) a copy of the balance sheet, and 

{d) a report by such Board on the work of the Corporation 
for the period for which the profit and loss account and the 
balance sheet have been made up. 

(2) The Minister shall cause copies of all the documents specified in 
sub-section (1) to be laid before the House of Representatives for approval. 

DIRECTIONS BY, AND INQUIRIES AT THE INSTANCE OF, 

THE MINISTER 

; 31. (1) The Minister may, from time to time, give the Board of 

I Directors general directions, and, after consultation with such Board, give 
I such Board special directions, as to the exercise of the powers and the dis- 
I charge of the duties of such Board, and such directions shall be carried out 
i by such Board. 

(2) The Minister may, when he considers it necessary to do so, direct 
any person to hold an inquiry into the work and financial position of the 
Corporation, 

(3) When such inquiry as is referred to in sub-section (2) is held, any 
i director or any member of the staff of the Corporation shall, upon being 
I requested to do so by the person holding the inquiry, furnish such inform- 
; ation within his knowledge with regard to the affairs of the Corporation 
I and produce such books of accounts or documents in his custody as that 
I person may require. 
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PAYMENT OF TAX ON INCOME OR PROFITS OF 
THE CORPORATION 

32. The Corporation shall be liable to pay tax on its income or j 
profits., 

COMPULSORY ACQUISITION OF ANY LAND OR 
AN INTEREST IN ANY LAND FOR THE CORPORATION. | 

33. The Minister may by Order published in the Gazette approve i 

of the proposed acquisition of any land^ or any interest in any land, other 
than Crown land, for any purpose of the Corporation, and where such an 
order is so published, the land or the interest in any land specified in the Order 
shall be deemed to be required for a public purpose, and may be acquired 
under the Land Acquisition Act, No. 9 of 1950, and, when so acquired, 
shall be transferred to the Corporation under the Crown Land Ordinance, i 
No. 8 of 1947. I 


APPLICATION OF COMPANY LAW TO THE CORPORATION 

34. (1) The Minister may by regulation made under this Act provide j 

for the application to the Corporation, with or without any modification, j 
of any provision of the Companies Ordinance No. 51 of 1938, I 

(2) The provisions of the Companies Ordinance No. 51 of 1938, ^ 
other than the provisions of that Ordinance which are made applicable to j 
the Corporation by regulations made under this Act, shall not apply to the j 
Corporation. ‘ I 

STAFF 

35. The Board of Directors shall, subject to the provisions of sections 

14 and 26, have power to ‘appoint such officers and servants as may be neces- | 
sary for the purposes of the Corporation and to exercise disciplinary control | 
over and dismiss any officer or servant of the Corporation : | 

Provided that the Board of Directors shall not, without the approval | 
of the Minister, dismiss any such officer or servant of the Corporation as was ! 
appointed to the staff of the Corporation in accoi*dance with the provision i 
of section 26. : 


PENSION SCHEME, ETC., FOR STAFF I 

36. The Board of Directors may establish and regulate a pension ; 
scheme or provident fund for the payment of pensions, gratuities or retiring J 
allowances to members of the staff of the Corporation and, a widows’ and I 
orphans’ pension fond or scheme for providing pensions to the widows and j 
orphans of deceased members of the stall and may require contributions ^ 
to be made to any such scheme or fund by members of the staff of the 
Corporation and may deduct such contributions from the salaries or wages 
of such members and may make contributions to any such scheme or fund 
from the revenues of the Corporation. 

VALIDITY OF ACTS AND PROCEEDINGS OF THE 

BOARD OF DIRECTORS ; 

37. No act or proceeding of the Board of Directors shall be invalidated j 
by reason only of the existence of any vacancy among its members or any ^ 
defect in the appointment of a member thereof. 
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NOTES I POWER TO EXEMPT THE CORPORATION FROM THE 

PROVISIONS OF CERTAIN ORDINANGES 

38. (1) The Minister who for the time being is in charge of the siib- 
, - I ject, of' Crown lands may, by Order published in the Gazette, exempt the Cor- 
I poratioii from. any such' provisions of any of the following Ordinances as 
may be specified in the Order : 

Crown Lands Encroachments Ordinance 
Crown Lands Ordinance, No. 8 of 1947 
Definition of Boundaries Ordinance 
I Fauna and Flora Protection Ordinance 

I Forest Ordinance 

Land Development Ordinance. 

i (2') An Order made and published under sub-section (,1) shall have the 
force of law. ■ 

REGULATIONS 

: 39. (i) The Minister may make regulations for the purpose of carry- 

’ ing out or giving effect to the principles and provisions of this Act and in 
: respect of all matters for which regulations are authorized or required by 
; this Act to be made. 

(2) No reguiation made by the Minister under sub-section ( 1 ) siiail 
i take elfect unless it is approved by the Senate and the House of Represenia- 
I tives and is published in the Gazette together with a notice of such appro\ aL 

i ^ INTERPRETATION 

I 40, In this Act, unless the context otherwise' requires : 

I “Board of Directors” means the Board of 

I Directors of the Corporation; and 

I “director” means a member of the Board of 

Directors. . 


i 




20 



Seminar ON 


IVI ANAGEME NT OF PUBLJ G iN DUSTRIAL ENTERPRISES 


SPONSORED JOINTLY BY 
THE GOVERNMENT OF INDIA 
AND 

THE UNITED NATIONS 


MANAGEMENT OF PUBLIC INDUSTRIAL AND MINING ENTERPRISES 
IN THE REPUBLIC OF CHINA 
• 'BY 

RONALD H. C. ho’ 


NEW DELHI, INDIA 
1 -1 1 DECEMBER 1959 





MANAGEMENT OF PUBLIC INDUSTRIAL AND MINING 
ENTERPRISES IN THE REPUBLIC OF CHINA 

By 

RONALD H.C. HO^' 

HISTORICAL BACKGROUND 

To understand the background of public industrial and mining enter- 
prises in China (Taiwan), the following two points should be borne in mind. 

Prior to 1945, Taiwan was governed by the Japanese under the princi- 
ple of '‘agricultural development in Taiwan and industrialization in Japan.’" 
Taiwan was developed as a source of supply for raw materials to industries 
in Japan and as market for Japanese products. Taiwan, therefore, was very 
weak industrially till almost the latter half of the Second World War, when 
industrial development was intensified by the Japanese in order to meet war 
needs. However, this development was short-lived, for obvious reasons. 

Previously, industrial and mining enterprises in Taiwan were operated 
either by the Japanese Government or Japanese nationals. At the end of the 
war, most of these enterprises were not operating. Because of the shortage 
of capital in the private sector, the Chinese Government had to take over 
these enterprises, initiate their rehabilitation and operate them as public 
enterprises. 

As the industrial and mining enterprises then existing were poorly 
equipped, replacement and expansion were badly needed, in addition to the 
founding of certain essential enterprises. Some, after emergency repairs, 
were able to resume their operations within a short period. Certain public 
industrial enterprises were removed from the mainland China to Taiwan, and 
the Government embarked on the expansion of power and other industries, 
such as fertilizers, textiles and others. 

Consequently, the present structure of pubic industriar enterprises 
in Taiwan is composed of those enterprises taken over from the Japanese 
and reorganized by the Government; those evacuated from the mainland 
China, and those which have been expanded or established in Taiwan since 
the end of the war (excluding those that were sold to private ownerships) 
as shown in table L 

While a detailed analysis of the achievements of public industrial and 
mining enterprises in Taiwan will be made in the latter part of this paper, 
table 2 serves to indicate the development of these enterprises in tw^o stages: 
the rehabilitation and the expansion after their being taken over from the 
Japanese in 1946. 


*Mr. Ho is on the Research Staff of the Bank of Taiwan, Taipei, Taiwan, 
Republic of China. 
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j It sliould, however, be noted that the public industrial and mining, 
enterprises in Taiwan are by no means gradually increasing their iimnopolis- 
tic nature in the overall pattern. If an analysis and comparison ot the value 
of production of public and private enterprises for the past years for each 
category of industrial or mining enterprises is made, (excluding public utili- 
ties, power, gas and water supply which are monopolies of the Goveniment), 
it will be seen that the private sector has taken an increasing lead in the total 
national production. Even if public utilities are included in public enter- 
prises, the value of production of public and private enterprises in 1952 is 
found to be 55 per cent and 45 per cent respectively. The percentage share 
of production for public enterprises will be much greater if figures of pre- 
vious years are used. By 1958, this ratio changed to 44 per cent for public 
enterprises and 56 per cent for the private industrial sector. 

PRINCiPLES AND OBJECTIVES 

It has been provided, in article 144 of the Constitution, that “public 
utilities and other enterprises of a monopolistic nature shall, in prin- 
ciple, be under public operation. In cases permitted by law, they may be 
operated by private citizens”. The Government operates public utilities 
and monopolistic enterprises in order to develop state capital and to prevent 
private monopolization of such enterprises. However, had development in 
every line been undertaken and had all such enterprises been operated by the 
state, there might not have been sufficient state capital. Special provisions 
have, therefore, been made to permit the operation of such enterprises by 
private interests. 

In article 2 of the Statute for Control of Public Enterprises, it has 
been stipulated that “the aims of public enterprises are to develop state 
capital, to accelerate economic development and to facilitate the people’s 
livelihood”. As to what enterprises are monopolistic in nature, f.e., the 
scope of public enterprises, the principles of the “Post-War Economic 
Enterprises System”, promulgated in November 1945, provides that “in line 
with the objective of fostering state capital and in consideration of the 
limited private and public capital, the operation of post-war economic enter- 
prises should be undertaken by the development of public enterprises with 
full efforts of the Government on the one hand and the extension of Govern- 
ment assistance to private enterprises, provided such assistance is not in 
violation of the principle of restricting private capital. 

I Under this principle, the post-war operation of economic enterprises 
may be classified into five categories : (a) public owned; (b) private owned; 
(c) jointly owned by public and private; (d) jointly owned by Chinese and 
foreign (jointly owned by Chinese Government or citizens and foreigners); 
(c) solely owned by foreigners. 

Enterprises to be monopolized by the Government are, in the maim 
those directly connected with national defence, such as the manufacture of 
arms and ammunition and those monopolistic in nature, such as major 
railroads, postal and telecommunication services; large power plants and 
I other public utilities. These either require large amounts of capital not 
I available from the private sector or closely connected with social welfare 
and not suitable for private operation. 

To meet the needs of changing conditions, the Government may allo- 
cate private or foreign operation of such enterprises by special approval or 
appointment. As to all other types of enterprises, no limitation is set on 
j their ownership. They can be private, a joint venture of state and private 
I capital, or Chinese and foreign capital, or entirely foreign investment. 

I However, when private capital is not available, the Government may also 
I operate such enterprises. 

j ^ In implementing its “land-to-the-tiller” programme in 1953, the 
j Government compensated the large landowners with payment of 70 per cent 
i of the land cost in land bonds and 30 per cent in the stock distribution of 
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public enterprises. As a result of this payment in stocks, four public enter- ' 
prises operated by the Taiwan Provincial Government, namely, the Taiwan 
Agriculture and Forestry Development Corporation, the Taiwan Industrial 
and Mining Corporation, the Taiwan Cement Corporation and the Taiwan 
Pulp and Paper Corporation, were transferred to private ownership. The net 
worth of these four enterprises were then valued at NT $1,000 million. 

In 1951, the Government announced that “stocks of large scale public 
enterprises which need not be retained by the Government should be gradual- 
ly sold to private owners and those small ones should be sold in their entire- 
ty to private operators with financial aid from the Government and tarilT 
protection”. In 1953, the “Statute for Transfer of Public Enterprises to 
Private Ownership” was promulgated for this purpose. Unfortunately, due 
to the lack of managerial experience, private operation of the four enter- 
prises mentioned above has been unsatisfactory. No public enterprises, 
therefore, have been sold in recent years. 

The present policy of the Government is to intensify the training 
of managerial staff for enterprises on the one hand and to step up the creation 
of an active capital market to channel national savings into industrial invest- 
ment. It is hoped that, in the next few years, certain public enterprises 
which need not be run by the Government will be transferred to private 
ownership. | 

The following articles of the Public Enterprise Law will throw more 
light on the general attitude of the Government towards the operation of ^ 
public enterprises : 

(a) Public enterprises should be operated in the form of an enterprise, i 

constantly seeking improvement and expansion. Their operation ! 
should be profitable, whenever possible, in order to increase the ; 
revenue of the Treasury. However, public enterprises for I 
demonstration purposes or with specific instructions of the Gov- | 
ernment are exempted (article 4); j 

(b) Public enterprises have the same rights and obligations as private 
ones of identical classification, unless otherwise provided for by 
law (article 6); 

(c) The rating on the operation of public enterprises which are consi- I 
dered essential by the Government but whose operation is not 
profitable at the initial stage shall not be based on the profit 
and loss condition of the enterprises concerned (article 30). 

ANALYSIS OF ACHIEVEMENTS | 

Criteria of effective management | 

State operated economic enterprises are often criticized for lack of' I 
efficiency. However, the true meaning of efficiency is sometimes difficult ! 
to define. In general, the amount of profit is used as a criterion for measur- i 
ing efficiency. Such is indeed the criterion for a private enterprise, but, it j 
may not be applied in its entirety to public enterprises, since operation of i 
some of such enterprises have direct connexion with national defence or i 
social welfare. Enterprises of such nature may not be profitable, even if they • 
have excellent management with a high degree of efficiency. On the other I 
hand, some of the monopolistic enterprises may be very profitable, in spite i 
of their low efficiency. 

It has also been stated that efficiency of an enterprise can be measured 
by its low cost of production of its products or services. This is a matter 
of relativity which has its own shortcomings, inasmuch as there are different 
types of enterprises; varying operating conditions existing even for the same 
type of industrial units and different qualities for the same kind of product. 

It is interesting to examine some aspects of operational efficiency, 
such as operating income; volume of production; unit cost of production; 
financial structure and profit and loss conditions. 


NOTES 


notes I ' The policy and' purpose- of the Government on the operation of public 
I enterprises covering the following items may also be studied : balancing of 
! the budget and international payments; increasing employment opportunities 
! and national income; stabilizing price level and promoting private 
I enterprises.' 

I Industrial production statistics and data now published in Taiwan are 
all classified according to types of industry or product, but not according to 
the public or private ownership of the industries. Consequently, certain 
data used in this paper are the result of research undertaken by the writer, 

‘ As the number of public enterprises is too numerous to be analysed one by 
! one, the following eleven largest public industrial or mining enterprises under 
I the direct management of the Ministry of Economic Affairs have been select- 
j ed to be included in this analysis : 
i 1. Taiwan Sugar Corporation; 

i 2. Taiwan Fertilizer Company ; 

I 3. Taiwan Alkali Corporation; 

i 4, Taiwan Machinery Mfg. Corporation; 

5. Taiwan Shipbuilding Corporation; 
i 6. China Textile Industrial Corporation; 

7, Taiwan Aluminum Corporation ; 

I 8. Taiwan Steel Works; 

I 9. Chinese Petroleum Coiporation; 

I 10, Taiwan Metal Mining Corporation; 

I 11. Taiwan Power Company. 

To present a clearer picture of the changes in development trends, 
percentages are being used in this analysis whenever possible. The two 
four-year economic development plans, which are the blueprints tor economic 
reconstruction in Taiwan, also serve to indicate the growth of the manage- 
ment of public enterprises. As the first plan was started in 1953, 1952, the 
year prior to the impiementatioii of the plan has been taken as the base year. 

OPERATING EFFICIENCY 

(i/) Operating income 

According to the statistics of the Ministry of Economic Ajffairs, the 
operating income of industrial and mining enterprises directly under its con- 
trol rose from NT $2,100 million in 1952 to NT $6,100 million in 1957, as 
shown in the following indices : 


1953 

150 

1954 . 

142 

1955 

168 

1956 

230 

1957 

293 


i Total operating income was raised by 193 per cent in the course of six 
i years against an increase of 53 per cent in the price index during the same 
I period. The deflated increase in income may be considered “real expansion" 

; (see table 4 for changes in the operating income of individual public industrial 
I and mining enterprises). 

i (6) Volume of production 

i ■ The expansion of enterprises is reflected not only comprehensively in 
! the increase in operating income, but also in the increase of volume of 
I production. Table 5 shows the trend of increase in the production of major 
I products of selected public enterprises. In the past six years, the biggest 
1 increase was registered in the production of tinning sheets by the Taiwan 
I Steel Works, an increase of 1,099 per cent. This was followed by an increase 
! of 658 per cent m caustic soda by the Taiwan Alkali Corp, and 373 per cent 
I m alumimum ingots by the Taiwan Aluminum Corp. All other products 
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except the cotton yam of the China Textile Industrial Corp,, showed signi- ; 
ficant increases in production. The rapid development of the private textile ; 
industry in recent years has brought about a large increase in the supply of | 
textile goods which, after meeting domestic needs, are available for export, j 
Public textile mills however, restricted their output to the original level. | 
Prior to securing a promising export market, no large-scale expansion of I 
production was.then contemplated. . r 

Taiwan Sugar Corporation’s failure to utilize its facilities fully for i 
the production of sugar was caused by the limitations imposed by the Inter- I 
national Sugar Council. However, pronounced achievements have been | 
made in improving the quality of sugar, utilization .and expansion of by- ! 
products. , 'i 

(c) Unit cost of major products \ 

The expansion in operating income or volume of production indeed | 
contributes to economic growth and higher national income. However, i 
from the standpoint of an enterprise, its primary aim is to reap the maximuni i 
amount of profit possible, or to lower its unit production cost to the mini- ! 
mum. The high or low unit cost, can, therefore, be used as a yardstick to j 
measure the operating efficiency of an enterprise. Table 6 shows the unit | 
cost index of selected public enterprises for 1952 to 1957, with the only ; 
exception of the Taiwan Alkali Coip., which recorded a fall in pro- 
duction cost. The costs of all other selected public enterprises registered. ; 
increases of 10 to 60 per cent, more or less in line with the upward, movement 
of the price level. Larger increases in cost were found in the production 
of fertilizer, liquid alkali, cotton yarn, tinning sheet and gasoline which were , 
primarily caused by higher world price of imported raw materials required I 
for production and the upward revision of foreign exchange rate. 

Another indicator is the index of administrative cost, as released by the : 
Ministry of Economic Affairs, which is given as follows : 


Year 

Index 

1952 

100 

1953 • 

103 

1954 

132 

1955 

131 

1956 

140 

1957 

175 


Though the increase of 75 per cent in administrative costs in the course | 
of six years is somewhat higher than the rise in the price index of the same | 
period, it is still far below the climb in operating income. Using the volume | 
of business as a yardstick, the administrative and general expenses can by no ! 
means be considered high which also partially contribute to the lower unit 
cost. Table 7 shows the administrative expense index of individual enter- 
prises. 

{d) Financial structure 

The soundness of the financial structure of an enterprise can be reveal- j 
ed by a study of the trend and changes in “liquidity ratio”, “net worth” ' 
and “working capital”. The debt-paying ability of an enterprise is depen- : 
dent on the liquidity ratio. The size of capital is reflected by the amount of 
net worth. Finally, changes in the turn-over of working capital and the 
degree of liquidity of assets are indicated by changes in the amount of work- 
ing: capital. 

A turn for the better was registered in the liquidity ratio, net worth and 
working capital of the selected public enterprises of Taiwan from 1952 to 
1957, with the exception of the China Textile Industrial Corp. and the Chinese 
Petroleum Corp., whose liquidity ratio had been lowered (see table 8). The 
improvements in the financial conditions of the Taiwan Fertilizer Co. and 
the Taiwan Power Co. are niost pronounced. The liquidity ratio of the 


NOTES ! Taiwan Fertilizer Co. was raised from 109 per cent to 266 per cent; its net 
worth rose by 687 per cent and working capital by 2,521 per cent. That of 
the Taiwan Power Co. rose from 113 per cent to 242 per cent; net worth and 
: working capital by 623 per cent and 3,362 per cent respectively. Consider- 
• i able improvement was also recorded in indentical items of the Taiwan 

i Shipbuilding Corp.; Taiwan Aluminum Corp. and the Taiwan Metal Mlg. 
i Crop. - 

(e) Profit and loss condition 

From 1952 to 1957, significant increases in net profit were recorded 
■ annually in ail the selected public enterprises with the exception of the Taiwan 
Shipbuilding Corp. and the Chinese Textile Industrial Crop., as shown in 
! table 9. Big gains in net profit were made by the Taiwan Aluminium Corp. 
i (4,049 per cent); Taiwan Steel Works (4,71 1 per cent) and the Taiwan Power 
i Co. (2,418 per cent). These were followed by Taiwan Sugar Corp., Taiwan 
: Fertilizer Co., Chinese Petroleum Corp. and Taiwan Machinery Mfg. Corp. 
with increases of 200 per cent to over 300 per cent. 

i , 

i GOVERNMENT POLICY AND PURPOSES OF OPERATION 

(d) Balancing the budget 

I It has been provided, in the Public Enterprise Law, that “nationa! 

I enterprises should be operated on the basis of an enterprise seeking for deve- 
I lopment and profit to increase the revenue of the Treasury.’' 

Because of the uninterrupted increase in volume of production and 
business, the amount of commodity tax, business tax, income tax and 
other taxes paid to the Treasury rose proportionally. As a result, their 
contribution to the budget has been significant.. 

i While the total amount of profit surrendered by public enterprises 
I accounts for only a small percentage of the total receipts of the budget, 
I there has been a steady increase in recent years as shown below : 


Year 

Percentage of profits 
to total budget 
receipts 

1953 

3.65 

1954 

1.99 

1955 

3.47 

1956 

7.35 

1957 

10.03 


It will be seen from the above that the ratio of profits of public enter- 
prises to total budgetary receipts has risen by nearly three times from 1953 to 


(h) Balancing international payments 

Export proceeds of the products (sugar and molasses) of the Taiwan 
Sugar Corp. account for more than 50 per cent of the total export proceeds 
of Taiwan. In recent years, exports of industrial and mining products *of 
other public enterprises, such as caustic soda, high octane gasoline, fuel oil 
aluminium ingots, silver, coking coal, cotton yarn and cloth, have also 
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been vigorously pushed and have brought about significant results in the form 
of additional' exchange earnings. 


Year Percentage of 



Exchange earnings to 
total exchange 
receipts 

Exchange expendi- 
tures to total ex- 
change expenditures i 

..j 

1953 

70.99 

17.58 ! 

1954 

67.42 

22.47 

1955 

54.00 

32.77 

1956 

61.48 

32.62 

1957 

65.49 

33.62 


The above reveals that, from 1953 to 1957, the minimum ratio of ex- ! 
change earnings of public enterprises to the total was in any year 54 per cent, | 
while their maximum exchange expenditure to the total is only 33.62^ per | 
cent (excluding imports financed with United States aid funds). So far as i 
public enterprises are concerned, their exchange income by far exceed their j 
exchange spending, the balance of which is sold to the Government for | 
allocation to the private sector to finance imports of capital equipment and I 
raw materials required by private enterprises, consumer goods external ; 
payments of the Government, etc. The contributions made by public enter- 
prises towards balance of payments has, therefore, been very impressive. 

While directing their efforts to export in order to earn more foreign 
exchange, public enterpises in Taiwan are also at the same time increasing 
their production to meet domestic requirements which otherwise would have 
to be met with imports financed with foreign exchange. Chemical fertilizer i 
provides a suitable illustration. Taiwan used to import large shipments 
of fertilizer for its agricultural needs which accounted for a. lion’s share of the 
total foreign exchange required for imports. Had not domestic output of 
fertilizer been immensely increased, the additional farm production in recent 
years would have caused a heavy drain on foreign exchange resources, and 
undoubtedly the amount of exchange for financing import of capital equip- 
ment and raw materials for industrial development would have been reduced 
correspondingly. 

(c) Increase in employment opportunities 

From the figures below, it will be seen that there has been a decrease ^ 
ill the total number of persons employed by public enterprises during the : 
same period. 

Ratio of total number of persons employed between J 

public and private enterprises ' 



All industrial 

Public 

Private ' 

Year 

and mimpg 
enterprises 

enterprises 

enterprises 

1952 

100 

100 

100 

1953 

111 

102 

117 

1954 

117 

93 

130 1 

1955 

118 

78 

140 

1956 

123 

82 

146 

1957 

111 

84 

150 


However, the following Sectors are worthy of note. As previously i 
stated, the Government has, in recent years, sold many light industries to j 
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NOTES 


private ownership. As more workers are required in light industries the 
number of workers in public enterprises has correspondingly declined. 
Power controlled modern equipment and machinery are installed in newly 
erected plants or in expansions of existing enterprises requiring less manpower. 

Figures given above only represent those directly employed by public 
enterprises without taking into consideration jobs indirectly created in the 
private sector by the expansion of business ot public enterprises. For 
instance, an. increase in sugar production results in a much bigger increase in 
the number of sugarcane farmers than in the number of persons employed 
by the Taiwan Sugar Corp. 

(d) Contribution to increase in national income 

The following table shows the weight that public enterprises carry 
in the national income : 

Percentage of income of public enterprises 
to national income 


Year 

Compensation 
of employees 

Operating 

surplus 

Total 

1952 

6.91 

3.50 

10.41 

1953 

6.56 

3.71 

10.27 

1954 

6.82 

3.18 

10.00 

1955 

5.23 

4.52 

9.75 

1956 

5.98 

5.68 

1 1.66 

1957 

6.34 

5.90 

12.24 


It will be seen from the above that income of public enterprises 
constitutes about 10 per cent of national income. 

{e) Stabilizing price level 

The Government policy on operating public enterprises is not solely 
for seeking profit, but also for other purposes. As pointed out previously, 
the contributions made by public enterprises in the form of profits to the 
budget are not large which reflects the policy just stated. Based on this 
policy, the Government exercises a rigid control over the sales prices of 
products pf public enterprises in order to stabilize the general price level. As 
a matter of fact, certain enterprises, being large in scale, are monopolistic in 
nature in their respective industries and may, for the sake of reaping high 
profits, fix their prices at will However, in order to stabilize the general 
price level, the fixing of sales prices of many major products of public 
enterprises, such as power, fertilizer and industrial raw materials, requires 
the approval of the Ministry of Economic Affairs or other competent autho- 
rities who fix the price with due consideration to the cost of production and 
reasonable margin of profit on the^one hand and its effect on the price of 
industrial products and the general price level on the other. 

(/) Promoting private enterprises 

I In setting forth the Government’s policy, it has been pointed out that, 

I while public utilities and monopolistic enterprises will be operated by the 
I Government, the private sector is encouraged to take up other industries so 
I as to push the development of a free enterprise system. The transfer of 
I certain textile mills and other light industries run by the Government to 
f private ownership is now in the planning stage. To help the establishment of 
I private enterprise, the Government has assisted in the development of power, 

I the backbone of all modern industries. In addition, the provision of better 
I tiansportation facilities and adequate supply of industrial and mining raw 
I materials and equipment are some of the other contributions made by public 
I enterprises in recent years. 
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NOTES 


IMPROVEMENT IN MANAGEMENT , 

Significant improvements have been made in the operation, technique 
and management of public enterprises in the Republic of China in recent 
years which have made valuable contributions to the national economy, j 
Government agencies in charge of public enterprises are constantly making | 
reviews and seeking for improvement so that modern management of enter- | 
prises can be instituted. I 

i 

MANAGEMENT POLICY | 

Enterprises offering services to the general public aim at maintaining a 
balance in their operating income and expenditure in order to raise their 
efficiency and lower the buMen of the people. The ratio of return or profit 
is determined according to those private enterprises of the same category 
so as to foster fair competition. 

DEMARCATION OF RESPONSIBILITIES IN ORGANIZATION AND MANAGEMENT 

Public enterprises in the form of an administrative agency are re- 
organized into corporations to become legal entities which assume all rights 
and obligations of corporation as provided in the Company Law, such as 
possession of property, signing of contracts, institution of litigation and pay- 
ment of taxes, etc. i 

The supervision of a Government agency in charge of public enterprises | 
attempts to use modern management control techniques with emphasis oa 
the following.: 

{a) the pianning of establishment, expansion and merger of enterprises I 
and co-ordination of operation among different enterprises; | 

(b) the audit and review of budget and operation plans: I 

(c) the review and approval of organic regulations and personnel I 
of public enterprises according to their scope of operations; | 

(d) the inspection of operation in its processes and ratings of opera- j 

tional results; I 

(^) the appointment and rating of directors and supervisors. j 

j 

PERSONNEL SYSTEM » | 

Personnel of public enterprises must be just, respect the law, be honest 
and be responsible. They should, in addition, be constantly striving for 
improvement. Jobs which can be performed on a piece basis should be paid 
on a piece basis in order to bring about efficiency. Special bonus or awards 
are given to staff and workers who make special contributions or suggestions 
for the improvement of production process, operation and management 
systems. 

BUDGET, FINANCE AND ACCOUNTING ■ 

(a) Budget 

The budget of respective enterprises should be flexible and be adjusted 
according to their production and sales. The fixed cost and variable cost of 
different enterprises should be determined according to the special charac- 
teristics of various enterprises. The operation unit should be responsible 
for the execution of the budget, while budget control should be exercised by 
the account unit. In preparing the budget, the loss and profit, assets and 
liabilities and cash position at the end of the period should be taken into 
consideration psed as a criterion for rating the efficiency of the enterprise ; 
concerned, j 
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(b) Accounting 

Each enterprise should have its own cost accounting system inasmiicli 
I as industries and even enterprises within the sam^ industry vary on account 
^ of circumstances and scope of business. 

Internal control is the principal instrument for preventing irregulari- 
I ties, errors and raising efficiency in carrying out operation policy. In addition 
1 to a sound accounting system an effective internal control system is required 
I so that highest efficiency can be attained. 

i (c) Finance 

Bank credit is the main source of supply of working capital required by 
public enterprises. However, credit for working capital should be limited 
to seasonal needs. Regular working funds should be obtained by the dis- 
= counting of eligible papers on transaction basis. 

Capital outlays for replacement (or expansion of public enterprises 
: should be primarily financed with depreciation reserves, corporate bonds and 
; savings deposits of banks. If necessary, procurement of such capital equip- 
; ment may be made on instalment payments. 

TECHNIQUE AND MANAGEMENT 

, Technicians are constantly sent abroad for iii-service training under 
; United States technical aid programmes. If necessary, foreign technicians 
i should be engaged. 

Large scale enterprises should have their own research units to pursue 
r technical advancement so as to acquire modern production techniques. 

I Seminars on scientific management methods are regularly conducted 
by both Chinese and foreign experts under the auspices of the China Produc- 
tivity and Trade Centre. 
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STRUCTURE OF MAJOR PUBLIC INDUSTRIAL AND MINING ENTERPRISES OF TAIWAN 
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(B) Enterprises evacuated from mainland China 
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(C) Enterprises erected after World War II 

Hua-lien Nitric Fertilizer Corp. 100.00 Joint National and Provincial Chemical fertilizer 

Kao Hsiung Ammonium Sulphate Corp. 100.00 Provincial Chemical fertilizer 



s 

o 


a 

z 

o 

u 

w 

C/5 

m 

a 

H 

m 

H 

Ph 

< 

Q 

m 

N „ 

Z ^ 
<1 : 
O 
cd i 
O ; 
: W 
D::; ^ 

c/3' 

W 

c/3 

>— i 

pii 

pH 

z 

w 


■3 




t3 

03 

o . 

g<r :3 

.§s 

^ o 
oU 

ps 


kJ "" O ■ 
Oh ^ ^ 

03 ^ 

52 ^ 

o 


cS 

& 


C3 P 

Ci 03 

> <D 
d xt 


! 3 Jii O sx 

i & H n o 

! S?A o ^ >3 o 

! >» 2P+I* fe O Jh ‘42 
I rO ^ O g JH O 

C/3 ps 2 P4 O 

[T^r^X) ^ T X 

' X O 5h C in {_j 

3 p. « Ph a 


■ 

o 

o 

o 

o 


■Ij 

_;h 

’ 4 -* 

s 


XJ 

a> 

o 

i2 

03 

0 
X3 

1 
I 


S.2 


fi g ^ 

o S _r „ 

iP o ^ 


kj . <D Cj-H 

riiH 00 Vh O 


-m22 

r O 


ccj 03 


‘o 
a" 

<D 
!p ^ ! 

rrt Q 


■; 

I X 


cd . 

^ ^ X 


3.S 


<D 


O rP <D o 73 Ou a> 


^Ph 


i t- 

;•§ S ^ 

ll^tg 

cu s; TT 

: £ S .S 11 

;lr^ Sli ^ ’-H 

iCN, P 


O 
., O 


ON 


cn 

NO 


: r-' 

' o 

^ ,0 


o 


^ i 
ffl i 
D ; 

P-< ; 
fe i 

O : 

H I 

Z i 

m i 

^ ; 
fe 

O : 

m I 

m : 
P ' 


: CO 
{3D 

I 

; Pi 


s 

§ 

CD 

5 

^1 


s 

00 


o 


u 

<D 

N 


u 

,CD 

«+H 


o 


^ & 
iQ 

\ u 
\ 03 

! ^ 

00 

: § 

j'l 


I 

I 

0 
U 

u 

4> 

1 

. pH 


H 


Ph 


o 

of 


c3 

X 


GO 


u 


^ ^ o 

*5 I d ^ 
d d -r* 
^.& 3 O 

i 

Pnpa S 


ON • (M 

tn • rn 

IT) 


o\ 

00 

00 


h 

CD Q. 

d o 

IS 


& 

a 


Ph 

fcH 

o 

O 


CCS 

Ai 


<D 

d 

3, 

c^ 


:< :§ 


§ 

s 

H 


s 

I 


I 

a 

c/3 

|. 

H 


.9 p 

*?H X 

d o 

X P 

2^ 

X ^ 

52 <i> 

^ P^ 

0^ 3 
'•"p ^ 
Sx p • 

^ X 

CO 

H-» . T-^ 

'*~' P 5th o3 

'TS 3,5 (S 

m 


5p d 

. 9.2 




00 

CCS 


d 
.2 
o 

•§ 

& -f ^ . 

^00 .5h <D o 

?H r-H 

|2 g^l 

^•ss ii 

^ ^ is o 
? ^§-35 § 

2i &< & 

w 


• «H *vH 
$--4 4-<^ 

^ d 
'‘^3 2 

S^ 

4^ 03 
C/3 (n 

>> g 


00 


<N 

NO 

00 




o 

{30 

d 


00 


CD 
O ^ 


00 

d 


d 


d 

t>0 


& & 
O O 

O U 

50 

9 ^ 

X 


d 

‘3 

I 


I 

f 2 


o 


00 

s, 

.g 

d 

H 


O 

ffi 


o 


CCS 

00 

I 

f 2 




d 

o 


X 

U 

2 '.' 

d 

4-> 

'" 3 " 

x 


X 

CD 

03 

03 

d 

CH 


d ! 

.2 

*H_» i 

o 

.§ i 

0 

u 

p, ' 
d 

CD . 

: 

4-1 I 

3 os ! 

1 

D .-rH ; 

U ': 

Ph ; 


Os r- r-H 
ON »r> l> 
IT) 


sp o 

CP 00 

r-H m NO 


Ph § 
Oh. 2 
O -H 
u d 


O CD 

X d 

CD 
50 


{30 o 

.5 iJ .. 

oii o 

U W Pl, 


g 

d* 


O 


O ^ 

, g’S, 

5|i 


VV» r-H W 

o CCS CD 

u « g 

d d 
(d ccS' 

g ,g .g 


NOTES 


Source : Compiled from primary sources, 



NOTES 




^ ! 


^ j 


o o o o o o o 
o o o o o o o 


o o o o o o o 
o o o o o o o 


. o 
■ o 


00 fn ^ m 
O oq in 

r4 K cn ^ vD CO 
vn m Tf 


. ^ 



<N ro ^ in 'o 00 
in in *n in in in m 
Ch ON ON ON os os Os 


£p 

*?I5 

!*S 


!u^ <Ni f n in NO oo 
aminminininm 
'^ONONOnOnOnOnon 

^ T-M t*H rH <fm>H ■ 


% 

M 


« 



o 


14 


1954 ,. .. .. .. .. .. 80.73 19.27 100 

1955 .... . . . . . . . . 84.01 . 15.99 100 

1956 . . . . . . . . . . . . 82.64 ,17.36 100 

1957 .. .. .. .. .. .. 79.08 20.92 100 

1958.. .. .. .. .. .. 71.61 28.39 100 


(Table 3 continued) 
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INDEX OF UNIT COST OF MAJOR PRODUCTS OF SELECTED PUBLIC ENTERPRISES OF TAIWAN 

1952-1957 
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i STRUCTURAL AND OPERATIONAL ASPECTS OF PUBLIC 
I (ESPECIALLY INDUSTRIAL) ENTERPRISES IN INDONESIA 

I . 

I MOHAMMAD SADLI 

INTRODUCTION 

j SCOPE OF STATE ENTERPRISES IN THE DEVELOPMENT 

OF THE COUNTRY 

The social and political philosophy of the Republic of Indonesia has 
I always been socialistically inclined. It has its roots in the revolutionary 
I struggle for the country’s independence. Anti-imperialism and colonialism, 
and anti-capitalism, have always been the leading ideologies in this struggle. 

The country .believes that conscious development effort should be a 
I major concern of the state. The state is to assume the role of agent of deve- 
I lopment, and is regarded as a chief instrument for achieving the welfare of the 
I people. 

I Economic development and economic activity are conceived as collec- 
I tive actions, and the idea of liberal capitalism is commonly frowned upon. 

I The present Constitution (of 1945) states in article 33 : “(1) The economy 
I should be constructed as a cooperative action, based on the principle of 
I family spirit, (2) Branches of production which are important to the State 
I and affect the welfare of many should be controlled by the State.” All this, 

: however, does not mean that private enterprise is negligible in Indonesia, 
j All of the large number of enterprises taking care of consumer wants in every 
I city, such as furniture, clothing, ceramics, bottled drinks, ice, bakery 
I products, shoes, etc., are privately owned, and these may well account for a 
I greater share of the national product than do the public enterprises. Move- 
! over, during the first years of recognized independence there was a deter- 
I mined action, supported by heavy capital subsidies, to foster the growth of 
i private enterprises, mostly import firms. 

I Until the end of 1957, Netherlands firms were still dominant in the 
I commercial, banking, and directly productive sectors (estates and manufac- 
: turing). After the so-called West Irian action (December 1957), however, 

I and the consequent severance of practically all commercial ties with the 
i Netherlands, the Netherlands enterprises were taken over, and a great many 
of them (so far mostly estates) were nationalized soon thereafter. This 
action had important consequences beyond its original form of political 


*‘VFami!y spirit*’ is meant as a literal translation of the Indonesian word 
^^kekehiargaa!f\ which stems from ^*Keluarga^\ i.e., family. Another popular trans- 
lation is '•cooperation”, advocated by Dr. Mohammad Hatta, the ex- Vice President of 
the Republic. Dr. Hatta is regarded as the father of the Indonesian cooperative 
movement. Hence in his concept cooperation is linked with the cooperative movement. 
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reprisal against the: Netheiiands. Domestically, it set off a wave of' opinion, ! ' 
enforced by the 'concept of guided democracy and guided economy of Presi- | 
dent Sukarno, that the Government should have a larger share in economic j 
activities. When a business conference was held in East Java to deliberate 
on the future of the taken-over estates (more than 400), strong, although at 
the time still local, protest was raised against eventual return of these enter- 
prises to private ownership, either national or foreign. The army, especial- | 
ly, stood very firm in this regard, but so did important regional political | 
groupings. ' | 

At the present moment it looks as if the sector of state enterprise will be I 
an increasingly dominant one. Where the dividing line will be between I 
state and private enterprise has not been decided upon as yet, in concreto, j 
but the odds are at present in favour of state enterprise. Public control over | 
industries and state ownership of vital or essential industries will always be ; 
favoured politically, but the proper interpretation of such concepts as j 
“vital” and “essential” , and the nature and extent of “public control”, | 
are still open to controversy. It is here that the ideas of major political I 
parties differ. | 

In practice, however, the relative magnitude of state and private 
enterprise will be strongly influenced by the availability of capital. Because ; 
the indigenous private sector has still very limited capital resources, it is 
certain that the public sector will demonstrate a much faster rate of growth, j 
unless public funds are channelled into private hands, as happened in j 
1950-52 when the Government wanted to facilitate the growth of indigenous 
import firms. The relative failure of the latter policy in the recent past will 
not make it very likely that the Government will again engage in such a 
policy. .Where private capital is available, and the foreign currency situation 
allows it, private entrepreneurs can set up industrial establishments. But 
it is more likely that at least the larger-scale factories, which require greater 
initial capital, will be set up and owned by the state. In such a non-vital 
industrial sector as the textile industry, for instance, weaving mills are private- 
ly owned, but the spinning section, because of heavier capital requirement, 1 
most likely will develop as a state-dominated industry. The role of foreign I 
loans (to the Government) in the development of certain industrial sectors I 
also contributes to this trend. In the long future, however, ultimate settle- I 
ment of the balance will be strongly influenced by historical incidents and i 
shifting political forces. I 


PART I 

STRUCTURE AND FORM OF PUBLIC ENTERPRISES 

The public enterprises have various business forms. Before the war, 
the most significant type was perhaps the IBW-form. This is a public 
corporate body established under a special law. There is one master law for | 
these state enterprises dating from 1927, and amended in 1930. | 

Since the war, a favourite business form for larger-scale public enter- 
prises has been the private corporation f.c., the limited liability corporate 
form. For instance, all subsidiaries of the State Industrial Bank are incor- 
porated in this" form. Mixed enterprises involving the state and foreign I 
private parties are also set up in such a form, for instance an oil company, 
the Garuda Airlines at one time, etc. 

Various ministries, for instance the Ministry of Industries, have small 
and medium-scale industrial establishments, usually of a non-commercial 
character; these establishments have no distinct business form of their own 
but are agencies within the government bureaucracy. 


^In 1958, because of the West Irian action and the rebellion in the outer islands, 
the army became a major political factor in the country. On the basis of the State 
of War and Siege it assumed responsibility over security and labour peace in the taken- 
over Dutch enterprises. - 


NOTES 


NOTES 


, Som,e of these, public industrial or commercial ^.enterprises although 
basically regarded as government services, have more_ independence because 
they are set up as public foundations. As foundations, they acquire the 
status of an independent corporate body entitled to perform legal acts. The 
foundation form also characterises their non-commercial purposes. 

Finally, there is a large group of undertakings which does not have a 
clear and permanent legal status as yet. These undertakings are the taken- 
over (formerly Netherlands) enterprises which are now administered by the 
government. 

THE IBW ENTERPRISES 


The state enterprises established under the 'Tndische Bedrijven Wet 
1927” (Indies’ law on state enterprises) are of a mixed character. Some of 
them are public utilities, others are mining, manufacturing, or service indus- 
tries on a non-public utility nature. The common feature is the type of 
public control to which these enterprises are subjected. 

The present list consists of the following enterprises : 

1. The State Pawnshop 

Service supervised by the Minister of Finance 

2. The State Salt and Soda 


I Enterprise 
3- The State Agricultural 
Enterprises (about 30 
units under one mana- 
ging board) 

; 4. The State Printing Plant 
I 5. The Post, Telegraph, and 
I Telephone Service 

6. The State Electricity 

Enterprise 

7. The Port of Makasar 

Authority 

8. The PortofTeluk 

Bajur Authority 

9. The Port of Belawan 

Authority 

10. The Port of Semarang 

Authority 

11. The Port of Tandjung 

Priok Authority 

12. The Port of Surabaya 

Authority 

13. The Port of Palembang 

Authority 

14. The Banka Tin 

Enterprise 

15. The Bukit Assam Coal 

Mines 

16. The Umbilin Coal Mines 

17. The State Railways 

18. The Topographic 

Service 

19. The Surbaya Marine 

Establishment 

20. The “Pasteur” Institute 

for Serum & Vaccine 


Minister of Industry 

Minister of Agriculture 
Minister of Information 

Minister of Communication 

Minister of Public Works 

Minister of Communication 


Minister of Industry 

, 5-> ... 

Minister of Communication 
Minister of Defence 

5S JS 

Minister of Health 
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NOTES 


These' enterprises are required : to submit their annual budgets, both 
operating and capital, to the Parliamentthrough the State budget. Adminis- 
tratively, they are supervised by cabinet ministers to co-ordinate enterprise 
policies with broad national policies. Certain issues, e.g,, railway rates, 
even require the consent of the full cabinet. Budget-wise, however, these 
enterprises have to work through the Ministry of Finance, because their j 
budgets are presented as an item of the budget for that Ministry. All IBW | 
enterprises appear under one category (budget item IVa). The enterprise I 
budget presented to Parliament consists of an operating budget and a capital | 
budget. An amortization allowance and an interest payment item appear -j 
in the exploitation budget, and these amounts together with the operating i 
balance (the profit) have to be transferred to the Treasury. Hence, the only i 
cash the enterprise can retain is for current and cash expenses. In tlie I 
capital budget are listed the requirements for replacements and expansion | 
and the total amount has to be approved by the Treasury, which means that | 
the enterprises cannot make use at their own discretion of the funds set | 
aside for amortization and contingencies. Finally, the whole budget has 
to be approved by Parliament, although this is frequently no more than a 
routine operation, since the real seat of financial control is the Treasury. 

This financial dependence on an outside body, which is not always i 
concerned about enterprise stability and productivity, constitutes a major | 
weakness in the structure of the IBW enterprises.* The financial handicap, I 
however, is not the only problem of the enterprises. Although called enter- i 
prises most IBW units are run as ordinary agencies of government service, | 
especially with respect to personnel administration. Pay scales and | 
procedures for promotion do not differ from those of other government | 
agencies. Exceptions are the State Agricultural Enterprises which have | 
their own pay scales, and the State Electricity Enterprise and the Banka * 
Tin Enterprise which give their employees extra allowances on top of their ! 
basic salaries. This inflexibility of personnel administration has proved to I 
be a major obstacle to efficient enterprise operation, especially in times of 
severe inflation. 

Nominally, the original IBW law does not require that pay scale and | 
personnel administration be the same as those of ordinary services, and ! 
before the war the various IBW enterprises had their own independent regu- | 
lations in this respect. But during the Japanese occupation and in the early | 
period thereafter these enterprises were reorganized and included in the | 
various welfare ministries as ordinary services. Only after independence | 
were the former IBW enterprises restored to their original status, but in ; 
effect this was only so for budgetary purposes and the structure of personnel | 
administration was not brought back to* its original form. In the meantime ! 
the IBW family acquired new members through the establishment of new i 
faqtories (e.g, a soda factory) and through nationalization of private utility I 
companies (e.g. a part of the railroad system and some of the electricity com- | 
panies) and in this transfer pay scales for existing personnel were often held ; 
intact, so that in one IBW enterprise there may be more than one salary j 
scale. This is also true of the pension funds. New recruitment, however, 
follows the general government salary regulations in most IBW enterprises. 

The IBW enterprise form had worked comparatively well under Nether- 
lands administration before the war, when inflation and budget deficits were 
never a problem (often even the reverse). But one must not forget that then i 
both the Government and enterprises were much better staffed, and that 
enterprises administration was not too much entangled with government 
bureaucracy. 


♦For the sake of impartiality we have to record here the argument of the Treasury 
that IBW enterprises often present unrealistic budgets which the Treasury then feels 
compelled to correct. These unreahstic budgets are blamed on irnproper enterprise 
administration because of lack of adequate personnel. The enterprises, however, once 
discouraged and accustomed to the restrictive attitude of the Treasury, respond by pre- 
senting budgets which are more wishful thinking. 
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On the whole, these IBW enterprises are profitable operations, but we 
: would hesitate to attribute this to superior efficiency. Moreover, deprecia- 
^ tion formulae are outdated and this tends to inflate profits. At the present 
time, the State Agricultural Enterprises and the Banka Tin Enterprise are 
making the largest profits. At the same time, their efficiency is better than 
of the other enterprises. This is attributable partly to greater freedom in 
price policies, because these enterprises work for a foreign market, and 
partly to greater managerial discretion internally, especially with regard to 
personnel problems. The Treasury also tends to be more accommodating 
I -to profitable enterprises which earn forei^ currency. In 1956 these IBW- 
enterprises together contributed Rp 476 million, in 1957 Rp 355 million, and 
in 1958 Rp 446 million to the Treasury in profits. These amounts are res- 
pectively 2.6 per cent., 1.8 per cent, and 2.1 per cent of total government 
revenues. The railways regularly show a loss but this is particularly because 
I of rates which are held too low and which the Government did not want to 
I raise because of fear of political implications. Hence, the railways are at 
; present complaining greatly because of the absolute inadequacy of replace- 
ments and even maintenance. A complicating factor is that, for the rail- 
I ways, such expenditures always require a huge amount of foreign currency, 

I which the national economy often cannot bear. 

I THE STATE INDUSTRIAL BANK AND ITS DAUGHTER 
I COMPANIES 

I The State Industrial Bank {Bank Industri Negaray is not an ordinary 
I banking institution, because it does not accept deposits from the public, 

! and only recently did it open a current account for its subsidiaries (called 
daughter companies). 

The Bank was established in 1951, but at the beginning there was no 
clear idea as to what form it should take. An earlier proposal to set up 
the Bank as a private corporation was rejected by the Minister of Justice, 
on the ground that a state bank should not have such a form. The next 
year the Bank obtained its legal bases as a state corporation by a law which 
regulates its goal, structure, and form of government control. 

The main source of capital is the Treasury, and an amount of Rp 500 
million was to be successively appropriated to the Bank through the State 
budget. At the present time, Rp 498 million has been paid up. In the 
meantime, however, with the aid of the Government, the Bank acquired 
additional loan capital of about Rp 500 million in bonds, Rp 300 million of 
I it from blocked accounts of foreign firms (the so-called Rurni account), 

; and the rest from institutional subscribers. The first bonds bear an interest 
I rate of 3 per cent and the second of 51 per cent. 

I The Bank has a financial interest in many industrial enterprises, but 
I the greater part of the 3 per cent Rurni bonds has been used to finance a hous- 
ing development scheme for government employees. Its financial interest 
in the enterprises ranges from sole stoekholdership, through voting majority, 
to long-term creditorship. The subsidiaries have a limited liability company 
form, of which the more important ones are : the new cement plant at Gresik 
near Surabaya (capacity 250,000 tons a year); a spinning plant in Tjilatjap, 
Central Java (capacity 30,000 spindles); another spinning plant in Semarang 
(potential capacity ; 30,000 spindles, but only partly used because of lack 
of electricity); two automobile assembly plants in Djakarta (total capacity 
about 50 vehicles a day); a hardboard factory in Banjuwangi. East Java 
: (capacity about 1,500 ton hardboard a year); a glass and bottle factory in 
: Surabaya (capacity 25,000 kg. of bottles and 25,000 kg. of glass a day); 

; a tire factory in Djakarta (capacity 200,000 tires a year); a printing ink 
factory in Djakarta (capacity 25 tons a month); a paper factory in Blabak, 
Central Java (still under construction, expected capacity 25,000 kg. paper 
I and 19,000 kg. pulp a day); a soybean milk factory in Jogjakarta, Central 
Java: a gold mine processing plant in Tjikotok, West Java; a rosella fibre 
bags and sacks plant in Surabaya (capacity 125,000 sacks a month); a 
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cigar factory in Jogjakarta, Central Java; a housing development corporation 
in Djakarta (to manage the houses built with the jRwm/ capital) a hotel 
and tourist bureau C'Natour”) in Djakarta; a majority of shares in five sugar 
factories in Central and East Java; one estate (tea) in West Java; and a nur- 
sery of high yielding rubber trees in Sumatra. Besides these enterprises 
there are a number of smaller ones in which the Bank has at least a majority 
of shares (e,g. printing, metal working, chernical etc.) 

Despite its original purpose, the Bank has not, so far, acted as an 
investment bank, that is, a dealer in securities, since it has retained practically 
all of its subsidiaries. This is partly because there is no established capital 
market as yet. Perhaps a more basic reason is that there is yet no firm 
national concept as to the boundaries of private industrial enterprise. A 
popular view, both in political circles as well as in government circles, is that 
the larger-scale enterprises should be controlled by the state. | 

Although public control should not necessarily mean state ownership 
(and there are in Indonesia, a good many private enterprises of larger size, | 
most of them foreign-owned), nevertheless this political indecision has led | 
to the maintenance of a historical status quo. This policy, as is understand- | 
able, has created difficulties for the Bank in finding further sources of finance. 
No turnover of capital is likely, and the sources of bond financing seem to 
be exhausted for the present time. The Rurni bonds were not quite volun- i 
tarily subscribed (at least there was no better alternative for the owners of 
the funds), and the recent 51 per cent interest-bearing bonds were only taken 
up by institution funds, postal saving bank, etc.) or had excess liquidity and 
were willing, for partly non-commercial reasons, to help the State Industrial j 
Bank or, indirectly, the development of the country. Private capital owners | 
are not very much attracted by BIN bonds because, in times of severe infla- i 
tion, the rate of return of these bonds is much lower than that of direct j 
investment, especially in trade. I 

Because of the foregoing factors, the main sources for the Industrial I 
Bank for further expansion of activities will be : internal financing out of ; 
retained profits, withdrawal of the participations regarded as non-essential, I 
liquidation of failures, and recovery of long-term credits, including interest [ 
earnings. Internal financing for other than expansion of the existing enter- I 
prises seems to be rather unlikely because profit margins are not excessive | 
in most of these new operations. j 

The BIN enterprises seem to be satisfied with their present business I 
form, which gives them, theoretically, the same managerial independence as ; 
private corporations. There is one minor handicap of the private enterprise ; 
form because, in Indonesia, a private corporation operates under the so- j 
called European law, and is not entitled to hold land to which the Indigenous j 
law is applicable. Hence, a corporation cannot own land or enter into an i 
agreement (e.g. mortgage) with this kind of land as security. The Bank | 
Industri Negara, because of its special charter instituted by law, is not handi- j 
capped by this regulation, and hence it occasionally can take over land titles. I 
It did this, for instance, in the case of the land of the Gresik cement plant, 
which is now owned directly by the Bank Industri Negara. 

Since the BIN, in practice, acts more like an industrial finance and j 
development corporation than a bank, the problem of managerial division ! 
of labor between the Bank and its subsidiaries merits interest. The Bank I 
often acts as innovator, financier, and manager of the subsidiaries at the 
same time. The innovating and financing functions of the Bank can easily 
be understood, and need no further discussion, but a frequent problem is the 
division of managerial powers between the Bank and its daughter companies. 
Often the Bank is fully responsible for the internal management of the enter- 
prises, usually in the case of new enterprises. The Bank, however, does not 
intend to centralize management permanently. Only in the initial stages, 
where sufficient managerial skill and experience is not available, or cannot 
attract the confidence of the Bank, is management undertaken directly by the 
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NOTES ; Bank. The difficulty with this arrangement is that often the physical dis- 

i tance between scenes of operations (j.e., operations pertaining to construc- 
tion, preparation, solution of local external problems, etc.) and the directors 
: of the Bank create obstacles in the way of quick solutions of problems that 
I may arise. The staff of the Bank itself is still inadequate, in numbers and 
j experience, to handle the multitude of preparatory and promotional pro- 
i blems of its new subsidiaries. On the whole, however, this need for centra- 
I lization in the initial stages of the enterprises is understandable and even 
I desirable, since it will guarantee a certain unifonnity in structure, operating 
procedures, and even in the goals and attitudes, ot the BIN subsidiaries, 
which are required in the context of national economic planning. 

Decentralization comes with the appointment of a responsible plant 
manager and a board of directors. The President-Director (in large under- 
takings), or the General Manager, is appointed by the Bank, but the exe- 
; cutives and the rank and file are appointed at the discretion of management, 
with the approval of the board of directors. The board of directors is also 
an important instrument of decentralization. Members of such a board can 
be selected for several purposes. In private companies, the board of direc- 
tors usually represent the shareholders and acts in their interest. The board 
of directors of public corporations is concerned with public and social control 
in a broader sense, and does not represent the direct interests of the share- 
holders of the company, as for instance in our case, the BIN. The boards 
of directors of these public enterprises represent various sectional interests 
concerned with national policy. For instance, one member of the board is 
a representative of the Industrial Bank, a second is responsible for coordina- 
tion with the agency of the central government with whose policies the opera- 
tion of the enterprise has to be in line, a member has to care for the financial 
relations, while a fourth member is selected for the purpose of a relationship 
with local authorities. Hence, such a board may consist of an employee of 
the Bank, an official of the Ministry of Industries, a director of a local (state) 
bank, a prominent local authority, etc. The chairman is elected by the board 
itself, and need not be the representative of the BIN. 

If the corporation has gained some maturity then the role of the BIN 
becomes more and more limited to that of providing long term capital and the 
Bank has a vital say only in problems of expansion. 

THE TAREN-0 VER (FORMERLY NETHERLANDS- 
OWNED) ENTERPRISES 

This is a very important category in terms of number and size, but, 
at present, not much of a permanent nature can be said about the operation 
of these enterprises. The enterprises are divided into four major categories, 
each co-ordinated by a managing board. The manufacturing enterprises 
i and the mining plants are controlled by BAPPIT, a managing board consist- 
I ing of high officials of the Ministry of Industty and representatives of the 
i army. The commercial enterprises are administered by the B.U.D!, also a 
* managing board consisting of high officials of the Ministry of Trade and army 
i officers. The agricultural enterprises are controlled by the PPN-Baru 
I (about 400 units), whose managing board consists of officials from PPN- 
I Lama (the original . Agricultural State Enterprise) and the Ministry of Agri 
: culture, and officers of the army. The pharmaceutical enterprises, both 
: manufacturing and distributional, are administered by BAPPHAR, a manag- 
j ing board staffed with officials of the Ministry of Health and army officers. 

I The ubiquitous role of the army is a reflection of the state of war and siege, 
j and recent political developments in Indonesia, which emphasize the role'^of 
the army in politics and public administration. 

The business form of the unit enterprises has not yet been finally deter- 
mined, but many of these enterprises are provisionally incorporated as private 
; corporations, of which all shares are held by the mana g in g boards. 

The internal operational policies of the enterprises are held as intact 
: as possible, given the exclusion of most of the Netherlands personnel. 



These enterprises have a multitude of transitionary problems : financial 
(because they are cut off from their former main sources of financing, fie., 
the mother enterprises abroad); marketing (same character); organizafionai 
(division of responsibility and authority between the old personnel in new 
executive positions, the officials from the ministries, the representatives 
of the army, etc. is not clear); administrative (extent of centralized policies 
of the managing boards, etc.), etc. These difficulties, however, are mainly 
but a reflection of the still-unsettled political situation. The lack of clarity 
at present surrounding the ideas of guided economy and guided democracy i 
also adds to the uncertainty. The situation is still too fluid to warrant . 
a detailed exploration of the problems of the taken-over enterprises or to i 
attempt to predict the final form of ownership, organization, and operation | 
which these enterprises may take. I 

THE LC.W. ENTERPRISES | 

Several ministries have industrial establishments which are run as I 
ordinary government departmental agencies, subject to the I.C.W. (Indische 
Comptabiiiteits Wet — law on accounting procedures of the Netherlands East 
Indian administration) regulations. For instance, the Ministry of Health 
has a pharmaceutical factory supplying state hospitals and clinics with drugs | 
and injection vials, the Ministry of Defence operates an arsenal plant; the ! 
Ministry of Information has several printing shops in small outlying cities. 

Usually these enterprises are of a non-commercial character, />, they 
do not produce for the market, and the scale of operation is not large (with 
the exception of the arsenal plant). 

The ICW enterprises have no financial independence. All expenditures ; 
have to be met out of budget appropriations, while all income must be trans- 
ferred to the Treasury. Income cannot be used as working capital Pricing 
and distribution are usually regulated by the ministerial department and ■ 
pricing is often not based on a full cost principle. Revenues are sometimes 
collected by a higher division of the department, which means that even the 
pricing may be irrelevant for the enterprise in question. 

The financial arrangement that income cannot be used as working capital 
and that all expenditures have to be budgeted for is a frequent handicap for I 
efficient operation. Sometimes it happens that financial responsibility is i 
separated from managerial responsibility when financial responsibility rests 
with a so-called ‘‘accountable official”, who is not the manager of the 
enterprise. The two persons need not even be working at the same place. 

Efficiency in such enterprises is usually low, because plant capacity is | 
almost never fully used. There is no drive for better performance because ; 
efficiency is not measured in terms of profit and loss. It is enough if these 
establishments can turn out the orders that are assigned to them by other 
departments. 

Many industrial establishments, usually those under the Ministry of 
Industry, which originally operated under the ICW regulations, have tried to 
break away from these governmental rigidities which do not facilitate market 
operations. A common solution is that they incorporate themselves as j 
public foundations. Although final accounting often still has to be presented | 
according to the ICW rules, there is nevertheless more managerial discretion I 
under this enterprise form. One of the important aims in setting up such 
a separate body is to be free from governmental regulations with respect 
to personnel administration and pay scales. In this way, better-qualified 
personnel can be attracted. There is also more freedom for marketing and 
supplying policies, while it is possible to arrange for part of the income (up 
to a certain amount) to be used for expenditures. 

The foundations are managed either by government employees (on loan ) 
or by personnel hired by the foundation. A board of supervisors consist- 
ing of ministerial department heads usually controls the foundation. A i 
good example of this foundation-type of solution is the so-called LP3{, | 
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NOTES which is managing board for the multitude of so-called Central Workshops 

; in Indonesia. A Central Workshop is a factory operation in a rural or semi- 
i rural area, amidst native homecraft industries. The purpose is to assist the 
small and indigenous workshops with preparatory and/or finishing opera- 
tions, which can be more efficiently done as a large-scale factory operation. 
Because the social-economic purposes {i.e., development of rural industries) 
are more important than the commercial purposes (e.g. the marketing of the 
products), this public foundation business form is more suitable than the 
private corporation form. Being still an ICW operation, the budget for the 
project can still be seen in the State budget. 

Part II 

OPERATION PROBLEMS 


ENTERPRISE OBJECTIVES 

Purpose of price policies. Most public enterprises do not have the 
ordinary, i. e. capitalistic, objective of making the most profit, however 
interpreted. Although many private enterprises today will deny this egocen- 
I trie purpose, and state that they are concerned about the welfare of the 
i workers, as well as the welfare of the consumers, nevertheless a public enter- 
prise is often more, restricted to specific, non-commercial, purposes than are 
private firms. 

i In Indonesia, the objectives of public enterprises cover a wide range, 
depending on the market, the nature of the goods or services turned out, 
the national economic plan, etc. For instance, public enterprises working 
for export will usually have the same commercial aim as private enter- 
prises. For public utilities or vital industries of government ownership 
price policies may not be directed to earn a profit. In times of inflation or 
deflation, price policies of public industrial enterprises are also not always 
conducted solely with a profit motive, but may be used to counteract the 
monetary trend. 

We shall not discuss in detail the pricing policies of public utilities and 
public enterprises working for export, because for public utilities prices are 
often regulated with a non-commercial aspect, at times even with a political 
J aspect (e.g., railway rates in Indonesia), while for export industries usually 
j there is the conventional profit motive controlling pricing policies. What is 
! of more interest is the pricing of domestically consumed products of public 
I industrial enterprises. In Indonesia, the enterprises themselves often do not 
I have much discretion, because prices of many goods are regulated by a price 
I control administration run by the Ministry of Trade. The aim of this 
I price control is anti-inflationary. Even so, there is the conceptual problem 
I as to whether public industrial eiiterprises should make a profit or not. At 
I the moment, no agreement on this question has been reached in Indonesia, 

: the official opinion still being that public enterprises (in general) should not 
' be primarily concerned with making a profit, but should, instead, contribute 
j to the welfare of the people. Of, course, this last statement is ambiguous, 

: and basically cannot solve the problem of social desirability or undesirability 
I of public profits. If to raise the welfare of the people an increase of produc- 
i tion is required, the problem remains as to how to finance an increase in 
; production. It is a traditional practice that the best source of financing 
I expansion of production capacity is the company’s profits which are ploughed 
' back. Hence, commercial profits can have a social purpose for expanding a 
i country’s industrial capacity. Although, if so desired, expansion of produc- 
I tive capacity can also be financed by public loans or subscriptions from the 
! Treasury, there is always an opportunity cost problem involved, in the 
: sense that these funds might better be used for setting up new projects. 

If a nation, especially an under-developed or low-income nation, is 
; determined to engage in an all-out development effort, it may want to tap 
, all possible resources to finance expansion of capacity. It may not want to 
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rely on fiscal and public loan sources alone, but may want to acquire funds 
through the price mechanism as well. Price policies of public enterprises 
may therefore serve as a complement to the fiscal system to collect additional 
savings from the public; This idea might be well worth pondering in under- 
developed countries, such as Indonesia, where tax collecting is not an easy 
task, and too high direct taxation may inhibit production incentives. 

Labour and community welfare. There is another aspect of the social- 
ized goals of public industrial enterprises in Indonesia that merits discussion. 
This concerns labour welfare and the welfare of the community in which 
these enterprises are working. Many BIN enterprises, especially the older 
ones, have an excess of labour, but even a new plant, such as the Gresik 
cement plant, is somewhat over-supplied with workers. This happens for 
two reasons. First, because the dismissal of excess labour is not regarded 
as socially desirable, as the society will be burdened with the cost of maintain- 
ing these unproductive people. Unemployment will also damage the morale 
of these people with probable ill effects upon the community in which they- 
have to be absorbed. In other words, public enterprises have to share in 
social responsibility for workers’ welfare in the broadest sense of the word. 
The solution is that public entei*prises, instead of firing these workers and 
consolidating their operation at manageable proportions, should expand or 
reorganize, and find productive employment for these men. 

Training purposes. This brings us to the second reason why excess 
personnel are retained, when at all possible. These men are being trained 
(or held in training) for other jobs which will become available when new 
industrial projects are initiated or when existing capacities are expanded. 

To cite an example, the cement plant in Gresik employs about twice 
the number of engineers and teclinicians compared with a similar plant in an 
advanced country. This abundance, however, is, under the circumstances, | 
not a direct social waste, because this excess personnel can be regarded as ; 
trainees on the job, waiting for the construction of a new cement plant, | 
or for the expansion of the existing installation. Hence, state industrial I 
plants can sometimes be regarded as large training institutions for future | 
industrial cadres. It is in this respect that cost increasing effects have to be l 
deflected in evaluating the efficiency of such enterprises. 

A drawback of this theory of social purpose in excess personnel and > 
labour is that, especially for the labour ^oup, the waiting for productive | 
jobs is too long, and that often trade union practices and cultural inertia j 
block the geographical mobility of these workers. In other words, these 
excess labourers cannot be employed in another region, and therefore their 
usefulness is limited. An example of this is the recently liquidated foundry i 
and construction shop in Jogjakarta and the cigar factory in the same town. 
These were old factories established long before the war. The BIN has 
taken them over mainly for social reasons, r.e., to take care of the region’s 
depressed industries and try to do something about them. The main source 
of depression in the old industrial establishments was the decline of the I 
market. The construction shop was a service industry to the once booming 
sugar industry, which was largely destroyed during the war and post-war 
hostilities. Today, virtually no sugar factory is left to make use of its 
services. The switch to manufacturing of ironware seemed to be un- 
profitable, because existing equipment and machines were only partly useful : 
for this purpose and a large bulk of idle capacity would have still remained, 
complete with excess personnel. Management, apart from a general in- 
aptitude, was also severely handicapped by this problem of surplus workers. , 
Finally, the BIN liquidated the plant, which gave the caretakers (i.e. the local | 
government) a legal opportunity to lay oiT the workers and start anew; 
although nobody knows yet in which direction, since the basic problem of 
being a desolated and depressed industry still remains. The cigar factory 
in the same town is also struggling with a problem of excess labour and declin- 
ing markets, while management is not free to reorganize the enterprise 
drastically. 
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Pfhi or experimental purposes, . Another aspect of the social goal , oi 
! piibiic industrial enterprises that may affect their ^ commercial success 
i is that several of these enterprises are pilot or experiineiital projects. For 
; instance, the rami project and the. agar-agar project of the BIN were set 
i up for these purposes and, so far, these prefects still have to be classified as 
i losing , propositions. 

Innovating or pioneering purposes. Finally, public projects can be set 
: Up. as an innovating or a pioneering deed, breaking into a field which so far 
I has been shunned by private, entrepreneurs. The soybean milk project 
i could probably be classified under this category, as well as the projected 
I urea fertilizer plant, since farmers and estates have not been used to this 
I relatively new product. It is contended that only the Government is able 
i to' bear such a risk. 

; PUBLIC AND SOCIAL CONTROL 

i ’ A basic problem in the management of public enterprises is the structure 
I and form of public and social control A public enterprise can be set up 
: as a private corporation and the management can be given, or can gain, so 
I much independence that, in practice, not much is left for public supervision, 
and the eiiterprise has become a small independent empire itself. There are 
successful companies in Indonesia, of which a government agency is sole 
stockholder, whose managerial staff often forgets in its daily work (and 
sometimes even tends to deny it), that theirs is a state enterprise. Although 
i such a course of development will ordinarily not be detrimental to the interest 
i of the country (the company being a profitable one), yet it is contrary to 

I the original purpose in founding the corporation. 

I ' ■ ' 

Public control covers various aspects of the company’s activity. It 
touches production, pricing, personnel administration, marketing, direction 
i of investment, labour welfare, etc. Although management has to have 
i enough managerial powers to be responsible for smooth operation, all public 
I enterprises have to be subject to certain binding regulations that guarantee 
! that the original purposes of public enterprises will not be evaded and re- 
i placed by a more private profit motive of the executive officers. 

I The ultimate seat of public control is Parliament. Hence, all channels 
I of public control of state enterprises, which after all use public money, have 
i to lead to parliamentary supervision. The systems of control will differ 
I only in the chaimels, but it is very important that these particular channels 
j should not hamper the normal functioning of managerial responsibilities, 

I not the least of which is to keep the enterprise intact or to survive mai'ket 
; upheavals. 

i In practice, it is important that not only does Parliament exercise 
public control over the state enterprises (after all. Parliament, as a political 
: body, will be concerned only with broad outlines), but also that proper branch- 
es of the administration be concerned with outlining and supervising specific 
; aspects' of public policy with regard to industrial development in'^ general. 

; The IBW-enterprises are directed by managing directors, often govern- 
ment officials, although not necessarily so. All IBW-enterprises are under 
the supervision of a cabinet minister. For example, the State Agricultural 
Enterprises are supervised by the Minister of Agriculture. Production, 
planning, marketing, and pricing are often under such direct supervision, 
although in practice the top management often has the initiative. The 
principle is, however, that the Minister co-ordinates the policy of the enter- 
prises with the national policy. Hence in times of a firm governmental 
policy, the hand of the Minister is likely to be felt more heavily than when 
such firmness does not exist. These IBW-enterprises, however, depend 
heavily on the Minister of Finance (in practice often the Treasurer General 
or the Inspector of the IBW-enterprises) for their financial requirements. In 
other words, the Ministry of Finance controls the budget almost completely. 


12 



In tlieoty, Parliament has a direct channel of control over IBW^ 
enterprises, because their budgets appear in the annual State Budget. In 
practice, however, it is the administration, especially the Treasury, which 
exercises the control. We will see that, for many IBW-enterprises, this | 
financial control is stifling, because enterprise objectives are often sacrificed ! 
to Treasury objectives, such as the tightening of the budget. For many 
IBW-enterprises this financial control of the Ministry of Finance is felt 
much more strongly than is the administrative control exercised by the cabinet 
ministers. 

The BIN-enterprises are rather remotely subject to parliamentary I 
control. Of course, their financial statements are public documents (so far 
only in theory, because they are not easily, nor in time, available), and this 
is a possible instrument of control. But since financial statements do not 
always reveal much about internal efficiency, it is only through official chan- 
nels of control that real supervision can be exercised. The board of directors I 
has a crucial role in this aspect. However, since the members of the board i 
are selected more for the purpose of external relations and co-ordination | 
of policies, not much room is left for direct public control over internal I 
efficiency, unless some issue becomes spectacular and catches the fancy of | 
members of Parliament. For instance, rumours once went around that ; 
there had been a large number of accidents in the Gresik cement plant; i 
apparently alarmed, a member of parliament raised questions about it and ! 
demanded full investigation. | 

Final control over the efficiency of the BIN subsidiaries, of course, 
rests with the BIN as an ownership right. It exercises this control through 
an annual audit done by its own staff or a private accounting firm, depending 
upon convenience. 

The BIN itself is publicly controlled through its board of supervisors, 
at present consisting of three members, one of whom handles the relation- 
ship with the Minister of Finance, one that with the Minister of Industry, and 
one that with the Bank of Indonesia. The importance of the last is that the 
Governor of the Bank of Indonesia is a member of the Monetary Council, 
a top decision-making body on monetary and financial affairs, including the 1 
allocation of foreign currency. The members of the board of supervisors I 
of the BIN are appointed by the President upon the recommendation of the 
Minister of Finance. For this, as well as for other reasons, the Minister 
of Finance is the focus of governmental control over the BIN. The Bank’s 
accounts are audited by the State Accounting Service, an agency of the 
Ministry of Finance, which has to control institutions which are financed 
from the Treasury (e.g., the IBW-enterprises, the state banks, certain 
foundations, etc.). 

Other aspects of government control and regulation concerning produc- 
tion, pricing, piirchasing, etc., are exercised by other ministries (e.g. Ministry 
of Trade : price control; Ministry of Industry : imports, etc.); These 
regulations or controls, however, concern all industrial establishments 
in the country, and state enterprises are no exception. The State Agricultu- 
ral Enterprises, for instance, are directly supervised by the Minister of 
Agriculture, but they are subject to the same general regulations of the 
several departments of the Ministry of Agriculture as are private estates, 
e.g. with respect to the allocation and ordering of fertilizers. 

PRICING AND MARKETING 

The state enterprises working for export were not, at first, restricted 
in their price and marketing policies by their special status, but recently 
there has been a preference for using other government enterprises as market- 
ing agencies. The Central Trading Company, a general importer and 
exporter and a state-owned enterprise (the State Commercial Bank, Bank 
Negara Indonesia, is the sole stockholder) was recently entrusted with the 
foreign marketing of the State Agricultural Enterprises, although this com- 
pany^ at present is not the sole outlet for the commodities. In the future, this 
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trend of inoEopolization, of marketing channels by state marketing agencies 
may vary well increase. The. BIN subsidiaries are under an obligation tO' sell 
their products and to purchase their supplies th.rough^ the USINDO, a. 
marketing and, supplying agency set up as a •BIN subsidiary in 1955, but 
which was not active until 1957. USINDO still does not possess the required 
! skill; and experience in the marketing and procurement problems of the large 
! variety of goods produced or required by the BIN subsidiaries. 

; ; ' This buying and selling monopoly of the USINDO .has, at times, created 

I inter-company friction, because psychological obstacles (feelings of pride, 

I prestige, etc.) stood in the way of co-ordination between the producing 
I party and the selling or supplying .party. For the com.modities sold .in 
I the domestic markets there is frequently no major sales problem because 
I there is a, seller’s market, 'due to swollen effective demand due to inflation. 
The market, for cement and .yarn, is a, striking example. , On the other hand, 
the physical act of distributing goods is,, often hampered by poor transporta- 
tion facilities, inadequate, local storage facilities, and some times' also, by lack 
of financing. It is understandable that,, under these conditions, some prodiic- 
I ing establishments, of the .BIN are eager to do, their., own marketing, at least 
! part of , it,' as, for instance, local marketing. In a seller’s market, producer 
! and distributor can easily quarrel about the distributor’s margins, especially 
I when the producer has no other alternative as to the marketing outlet he 
I prefers.'' 

Other products of the BIN subsidiaries face stiff competition from 
domestic as well as from foreign source. This is the case, for instance, 
with automobile tires, hardboard, cigars, and bottles, while soybean milk 
has to compete with powdered milk.’^ In some cases, lack of experience in 
planning and market surveys have led to the aggravation of marketing pro- 
blems. Powerful promotional campaigns are still lacking where they are 
necessary. This is probably due to lack of experience, imagination and con- 
viction. An aggressive selling effort requires a different temperament in the 
sales executives than is usually shown by one-time public officials. A fre- 
quent easy way out of these marketing problems is to let government organi- 
zations (e.g. armed forces, police, civil agencies) purchase and consume the 
goods turned out by the state enterprises. By this policy, a market is secured 
and gives both producing and marketing agencies time in which to gain 
experience and increase operating efficiency. This marketing outlet, however, 
is not available for all products of all state enterprises. It is available for the 
State Printing Shop, partly for the tire factory, partly for the soybean milk 
factory, for the cement factory, but all still have to look for private customers 
for a part of their sales. 

Another aid in marketing the output of state enterprises is the creation 
of scarcity by import restrictions. This is a policy currently applied for 
protecting not only state enterprises but also private domestic enterprises 
as well. ^ ■ 

Pricing is an important aspect of marketing policies. Most prices 
I of so-called essential goods, however, are controlled by the Ministry of 
j Trade, and therefore the producing or selling agency has not much discretion 
i over them. For instance, the prices of Gresik cement are administratively 
j controlled. Other prices, on the other hand, such as for yarn, bottles, 

I hardboard, etc. are left free, probably because of incidental reasons. But 
I even with the controlled prices, revision is always possible with consent of 
i the price control administration. For instance, the price of Gresik cement 
i has been raised upon the request of USINDO for the purpose of siphoning 
off consumer purchasing power as well as collecting additional capital for 
I expansion and improvement of facilities. 

I In cases where there is some freedom in setting prices"(e.g. in an infla- 
i tionary situation and in a seller’s market) the social problem is whether to 


*At the time of writing, due to foreign currency scarcity which had created an 
absolute scarcity of goods, these competitive difficulties were much less, or practically 
non-existent. • . 
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fix prices near costs, and so create excess demand, or to fix" prices according, ! 
to demand and gain excess profits. \ There are two arguments against the j 
latter. First, the earlier-mentioned argument that the purpose of a state j 
enterprise is not solely to make a profit, that profits are tolerable only for 
planned and reasonable expansion of capacity. Secondly, the argument 
that, if state enterprises try to adjust prices to demand in times of severe 
inflation, they wilh succeed only in feeding the inflationary spiral and such a 
policy is socially ruinous. The second argument,' in particular, has many 
supporters among politicians and in Parliament, and many efforts to adjust 
prices of essential goods and services, such as of gasoline, import rice, and 
rail transportation, to more reasonable levels (or even to wipe out losses) 

,, have been abortive, because of public resentment and political protests. 

F,IN,ANCING 

The problem of financing is, for almost all IBW enterprises, a source of 
constant despair, while the Bank Industri Negara is already complaining of 
lack of financial resources. 

As mentioned earlier, the IBW enterprises have to remit to the Treasury 
two major budget items : their depreciation allowances and their profits. 
Hence, they have no funds directly at their disposal for replacement and 
expansion. For these purposes, they have to submit a separate budget, 
called the capital budget, in which they list all requirements for non-recurrent 
expenditures. Under the present circumstances of chronic and severe budget 
it is usually these items that are severely curtailed by Treasury. 

It is especially this aspect of the IBW enterprises that, under present 
circumstances, proves so detrimental to their stability and efficiency. 
Because the present major concern of the Treasury is to reduce budget deficits 
where politically feasible, namely, least in the consumption sector, it is 
capital expenditures, even for urgently needed enterprises, that have to bear 
the brunt. Public control of expenditures of state enterprises by the 
Treasury may have worked well in the days before the war when inflation 
was never a problem (often even the reverse), but after the war, with the 
changed structure of the economy and the changed role of monetary and 
budget policy, this complete financial dependence of the state enterprises on 
the Treasury may have hurt more than the public benefits yielded by the 
controls. j 

The uncertainty and the annual difficulties which arise in the financing I 
of IBW enterprise operations make it almost impossible to engage in serious | 
long-run planning. An attempt at planning is made by listing require- j 
ments annually in the budget, but instead of putting real figures into the | 
entries, budget amounts are labelled as '‘"‘pro memorial". | 

I BW enterprises are not in a position to attract public loans in the | 
form of debentures, a way of financing possible for public utility enter- j 
prises in other countries. Of course, indirectly, the Treasury can issue public | 
bonds for the financing of these enterprises, but under present circumstances I 
this is not very likely to happen, because if the Treasury ever succeeds in i 
raising funds in this way (as it is trying to do at this present time), the chances I 
are that it will have another use for the money. The concern of the Treasury 1 
is not so much productive as contractive! 

The possibilities of foreign loans for financing rehabilitation or expan- 
sion of IBW enterprises are more real. The railways have received foreign 
capital assistance from the Export-Import Bank for the purchase of equip- | 
ment, while the port authorities are shortly to benefit from a loan from the | 
Development Loan Fund. Of course, in all these cases the Government, and | 
not the enterprises, is a party to the loan agreement 

The BIN enterprises have their own financial worries. Not all these 
worries are equally serious, since most of the enterprises are still in their 
infancy and hence have, as yet, no serious problems of replacement and ( 
expansion. A frequent problem is that of raising enough working capital, i 
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NOTES Although this is not always a serious problem it ties in wMi the problem of 

' * . I inter-company fiBancina. The latter is a ni,ore general dinicuity anmng tnt 

BIN enteiprises. The banking section of the BIN is not yet piopei y deve- 
loped, and therefore a “pooling system” of finances is at piesent leasible only 
: to a limited exent. It is the plan of the Bank, however, to use excess liqui- 
; ditv of one enterprise for financing (if only for short-run needs) othei sistei 
enterprises. There are still substantial leakages in these funds at the pre- 
sent time because the BIN enterprises have their current accounts m other 
i (local) banks. The BIN has branches in Semarang, Surabaya, Medan and 
! Padang. and one in Makasar is contemplated. 

i An intercompany problem of short-run financing is found in the financ- 
; ing of sales. Partly because of shortage of working capital of USINDO, 

I arid partly because of commercial custom, the producing firms extend dis- 
i tributor credit to USINDO. Quite often these producing firms also 
I have to grant advances to supplying firms. These credits in two directions 
' can be straining at times for some of the larger firms (such as the cement 
! plant), since their total working capital is also limited and has to be turned 
! over rather quickly. Although this problem is interesting, it has never 
yet become so serious that it has affected the continuity of operation. The 
I point is that, among the new BIN enterprises, many problems are felt more 
i sensitively, because the pattern of co-operation and co-ordination is not 
i yet well established. ' 

i The financing problem of the BIN enterprises is, in principle, certainly 
I easier than that of IBW enterprises, the latter being of the private corporation 
I form that can always take in private capital. Another possible opportunity 
I in the future is the attraction of local government into participation. Possibly 
j in a more distant future, co-operatives will also be able to invest their savings 
I in these public industrial enterprises. With government guarantees, perhaps 
i even pension funds and other financial institutions of similar nature can try 
! to safeguard the real value of their holdings by means of participation in 
I public industrial enterprises, rather than see their assets declining in real 
j value because of continuing inflation. 

I 

SUPPLIES 

The problem of raw materials and supplies of production goods and 
spare parts is currently the paramount problem in the operation of all indus- 
trial enterprises, no matter whether they, are state owned or not. Severe 
foreign currency shortages, which became really acute in 1958 and are not 
yet over, made it necessary for the Government to adopt a priority scheme. 
Usually it is not the productive interest, but consumption interest, such as the 
importation of rice and textiles that receives top priority. For the three 
productive categories, capital goods, spare parts, and raw materials, there is 
I a scramble as to who should get how much. Even now, it is still undecided 
! what should be more important, the category of capital goods and spare 
I parts, or the category of raw materials. Hence, public policy in this respect 
I is somewhat erratic. 

I In what respect are state enterprises particularly handicapped (or 
I alternatively perhaps even favoured) in this scramble for supplies? The 
I management of most state enterprises denies that it ever receives preferential 
j treatment from the Bureau of Trade Affairs (Biro Urusan Dagang) for their 
; foreign currency applications. Another handicap, felt by IBW enterprises, 
is in the budgetary appropriations for these procurements. A more basic 
limitation is that management of state enterprises is often not flexible enough 
(or could not be otherwise because of existing administrative limitations) 
to make use of every passing opportunity to make acquisitions. Because of 
import difficulties, the availability of these supplies cannot be counted upon 
I in a regular way, but in the local market (out of general imports) supplies 
I are offered, sometimes in an infrequent manner and often at higher (if not 
: exhorbitant) prices. The alternative for many industrial and service enter- 
1 prises is either to buy at these high prices or, in all probability, to have to do 
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without. For private enterprises, these alternatives can be solved rather | 
easily on the basis of opportunity cost considerations, while usually these | 
enterprises are not so restricted by bureaucratic regulations in regard | 
to proper procurement procedures. ' On the other hand, government j 
enterprises usually have no great excess liquidity at hand, while IBW enter- | 
prises most often still have to fight for the actual disbursement of their I 
appropriations. Under such constraining circumstances, it happens quite | 
often that IBW enterprises have to wait several years before they get needed i 
supplies. For the larger enterprises, such as the railways and the cement i 
plant, the Government at times has to resort to foreign credits to finance the j 
requirements for spare parts, equipment, and some supplies. I 

It is not always the case that state enterprises are ill-stocked with pro- : 
duction supplies and that private companies are better off. It is reported ; 
that many Netherlands estates willingly ran down their equipment and stocks ; 
because their business attitude was affected by contemplated liquidation and ; 
retrenchment. In this context, the state enterprises, f.e., the State Agricultural | 
Enterprises, at least, were aware of future needs, and tried to do something j 
about them within existing possibilities. For instance, replanting of rubber | 
trees was more frequently done in the state enterprises than in the (Nether- j 
lands) private estates. . | 

State enterprises, especially the large-scale ones, frequently face problems I 
in the procurement of raw materials. For instance, a government enterprise i 
has to buy rubber from the local market at rates higher than the export price. | 
Some private companies, notably the bigger ones, however, have their own | 
rubber estates, and, by this backward integration, they are assured of a j 
steady flow of the raw material. Backward integration of large industrial ; 
undertakings, is, in under-developed countries, frequently a real advantage, 
sometimes even a necessity. Too much dependence upon local, often small- 
scale, suppliers is often a hazard to continuous operation of the factory 
while uniformity of quality of raw materials is frequently lacking. Some 
commodity markets, such as for rubber, are frequently upset by speculative 
activities, which can result in domestic prices higher than those prevailing I 
ill foreign markets. This speculation is a refliection of the severity of inflation | 
and the resulting trend of capital flight. The state industrial enterprises, | 
however, are usually still too young to think of backward integration to secure i 
their raw materials. Such an extension of operations also requires additional | 
capital and more managerial talent, both of which are still scarce. Large I 
enterprises without backward integration try to secure their flow of raw | 
materials by granting advances to small suppliers. For instance, procure- | 
ment of tobacco for the large cigarette factories is conducted this way. | 
Without this system of advanced buying either procurement prices will be I 
considerably higher or a steady flow of raw material will not be forthcoming. | 
Of course all these operations require larger working capital, in which respect | 
state enterprises are usually at a handicap. • | 

Morever, the system of tying down small holders or small suppliers ; 
with advance money is considered amoral and exploitative. j 

PERSONNEL AND LABOUR ' 

There is a difference in managerial powers concerning personnel admi- 
nistration among the state enterprises with diiBFerent structures. Most 
IBW enterprises are tied to the government personnel regulations, and in 
these enterprises, employment, promotions, retirements, and discharges are 
regulated by, or require the approval of, the Bureau of Personnel Affairs, a i 
central governmental agency. Frequently government employees of the I 
various ministries are loaned out to these IBW enterprises. Hence, a good 
part of the executive personnel in these enterprises has a somewhat narrow ! 
bureaucratic attitude and outlook. 

Personnel in the BIN subsidiaries are hired and fired more on a business 
basis. A not quite verified public complaint against the selection and 
promotion of top executive personnel in the new BIN enterprises is that 
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I sometimes political favouritism prevails over strictly teclinical considerations. 

I Undoubtedly some appointments have been made with an eye to political 
I affiliation. Tosomeextentthisisexplainableby the fact that, in Indonesia 
today, there is not yet a wide choice of managerial resources available, so 
that in such a limited selection the aspect of personal relation and personal 
I confidence is bound to play some role in the selection of key personnel. 

I In another respect, private companies in the lesser developed countries are 
I also laiowii for their preference for family relations in executive positions. 

I On the other hand, there are no serious complaints of political appointments 
I for technical staff personnel, engineering positions and middle-echelon line 
I personnel. 

I Sometimes it is also deemed necessary to appoint a political figure to 
I the so-called President-Directorship of new and large-scale enterprises, in 
i the sense that it is their function to take care of the external relations which 
I are so crucial in the initial stages of a new enterprise. In these stages, pro- 
I blems of land acquisition, labour recruitment, formation of co-operative 
j labour relations, dealings with the local authorities and central government 
I agencies, establishment of internal discipline (which often requires a well- 
I established leadership), etc. are all vital problems which mere technicians are 
j not likely to handle successfully. In short, in a country where high-power 
I managerial resources are still scarce, and where social and external relation- 
I ships are so important for the smooth running of a large enterprise, leader- 
; ship is split into two : the President-Director having the overall responsi- 
I bility, but acting primarily as an external liaison man, and the General 
I Manager being more responsible for internal affairs. 

It is perhaps worth while to mention that the older (f.e, IBW) state 
enterprises do not have this problem of executives with a political back- 
ground, This is probably because of the force of history. Being old enter- 
I prises, relationships, both external and internal, are established. Besides, 

I almost all top executives of these IBW enterprises are government officials, 
i or government officials on loan. 

I Recruitment of young technical personnel for state enterprises is often 
! handicapped because of the inferior pay scale. Although the BIN enter- 
prises have a higher pay scale than the government service, this pay scale 
is lower than the regular rates of private enterprises, especially of foreign 
ones. For IBW enterprises, a major source of recruitment is the graduates 
who have studied on a government fellowship and are now obliged to serve 
with the Government. A government regulation under consideration would 
make public service for a number of years compulsory for all graduates of 
state universities. At present, only medical doctors are under such obliga- 
tion. However, this regulation, as well as the present obligatory service for 
government fellowship holders, has its drawback for the state enterprises. 
The young graduates are usually still inexperienced, and have only a limited 
usefulness in the first couple of years, but after they have fulfilled their 
compulsory service they are so experienced that private enterprise tempts 
i them successfully with much higher salaries. In many instances, only 
; idealism and moral satisfaction in their present work prevent a disastrous 
i outflow of young talent from the state agencies. 

I Labour relations in Indonesia often have a pronounced political 
! character. Attitudes towards management and sensitivity of reactions, as 
j these matters affect labour peace, are often motivated by political consider- 
ations. If the Government in power is supported by the respective labour 
movements, then labour relations to that extent are peaceful, although infla- 
tion might hurt real wages constantly. Parallel to this tendency there is, 
in general, always a more appreciative attitude of labour towards manage- 
ment in state enterprises compared with relationships in private enterprise. 
In the latter category again labour is more conciliatory in national indus- 
tries rather than in foreign ones. A striking example was offered in the 
difficult conditions following the severance of relations with the Netherlands, 
and the outbreak of rebellion in the outer islands, when ravaging inflation 



coupled with real physical shortages seriously ajEfected living conditions, i 
especially those of the workers and other fixed wage earners. At these times, | 
there were no strikes and labour disputes occured only sporadically. Labour | 
in the taken-over Netherlands enterprises was quite co-operative and 
appreciative of the difficulties of management and government. 

TRAINING 

A basic internal deficiency of almost all state enterprises is the lack I 
of qualified personnel in all fields, technical, administrative, and managerial. ! 
The extent of government operations in industry, trade and services is expand- j 
ing more rapidly than the training facilities presently can satisfy ; consequently, I 
frantic efforts are currently being made to meet the demand. This has been ; 
especially so since December 1957, when all Netherlands enterprises were | 
taken over, mostly without the benefit of the services of the Netherlands ; 
personnel. Before the date, most state enterprises already had undertaken j 
training schemes, but these were limited to technical training and on-the-job 
training of executives and middle management personnel. In the meantime, 
the need for increased managerial training was always recognized. The i 
Baguio (Philippines) Advanced Management Programme, held each summer | 
under the auspices of the Harvard Business School and the Ford Foundation, | 
has been attended by Indonesian executives and educational officers for I 
three years now, and about thirty people with this kind of experience occupy | 
strategic positions. They have contributed greatly to the popularity of I 
management training programmes, and hence have aided in breaking the I 
ground for more extensive training programmes at home. Under the aus- j 
pices of the ICA, as well as private foreign institutions, numerous people have 
had the opportunity to travel abroad, mostly in the United States, to observe 
modern management performance and attend business schools. Several of 
these trainees have returned with a Master’s degree in business administra- 
^ tion. The Ministry of Industry has recently set up an academy (three years’ 
curriculum after secondary school) for industrial management, inspired by 
Course XV of the Massachusetts Institute of Technology, School of Indus- I 
trial Management, which combines an engineering college with management j 
training. The main institution for higher learning for business administration | 
and accountancy is the Faculty of Economics of the University of ' Indonesia | 
which, in its eight years’ history, has produced only 60 economists, 55 busi- I 
ness administrators, and 5 accountants (as at June 1959). Other major uni- | 
versities now also have departments of business administration, but, because I 
of their brief existence, their output is also still negligible. , I 

To meet immediate demand, short-term management training pro- | 
grammes are being undertaken in major cities such as Djakarta, Bandung, i 
and Surabaya. Participants are executives of the newly-taken-over enter- i 
prises. The Faculty of Economics of the University of Indonesia contem- I 
plates running an advanced management training programme similar to that 
at Baguio in 1960, for which foreign financing is required to recruit part of 
the faculty from abroad. The ICA and the Ford Foundation are reported 
to be interested in supporting this programme. 

The newly erected Institute of Public Administration, a high-level 
government institute in Djakarta, is currently also very active in organizing 
seminars and other training schemes for managers and administrators of 
government agencies and enterprises, such as the IB W enterprises.**' 

A frequent problem in the operation of new and large-scale state indus- 
trial enterprises is the initial staffing. This has been solved by sending young 
engineers and other technical personnel to the country Irom which the factory 
will be (or is) contracted, before the factory is established. This happened 

further information about managerial needs and proposed training schemes, 
vve refer to the Timms and Caldwell (Indiana Univepity professors, contracted by the 
ICA to do a survey) report appearing in the journal “Economics and Finance in , 
Indonesia’*, XII, No. 2/3; Febr./May 1959. . ; 
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NOTES j with several BIN enterprises (cement, tire, glass) and with the new (IBW) 

I soda factory. 

I ■ liiitial management, for a year or two, is sometimes contracted to a 
I foreign firm, as was the case, in the Gresik cement plant, while an Indonesian 
i shadow administration is in training awaiting the transfer of responsibility. 

I' This has not been without difficulties, because, in some areas, the Indonesian 
administration has assumed responsibilities perhaps over-hastily, e,g., in 
the administration and ^ storage of^supplies. This has created^ sometimes 
conflicts when the foreign responsible management required instant co~ 
fordination which was, for some reason or other, lacking. Of course, it 
iwoiild have been administratively much simpler if the Indonesian adminis- 
tration had had no responsibilities at all, and all matters were in the hands 
of the foreign management, but such a solution was not acceptable, and hence 
dualism could not be avoided. But taking these understandable frictions 
I for granted, the whole system and its operation was not so bad, and much 
I more agreeable to the Indonesians who could take responsibility in a mini- 
I mum of time. 

j INTERNAL EFFICIENCY 

I Apart from the problems discussed above, the following constitute 
I additional obstacles to operational efficiency: 

I Under-Utilization of capacity. This can have many causes, such as 
I lack of raw materials, marketing difficulties, breaking-in period for machines 
and personnel (when stoppages frequently occur), lack of proper replacement 
of spare parts and maintenance of machinery, so that the balance of processes 
is often disrupted. 

Lack of accounting personnel and services. Planning, budgeting, cost 
accounting, and cost control are in many state enterprises only summarily 
executed, because of lack of accounting personnel. Hence, for instance, 
proper standards of cost accounting are not commonly used as a tool for 
management. The State Accounting Service is so understaffed that its 
audits cannot be used as a basis for future budgetary planning, not to speak 
of external cost control of the IBW enterprises. On the other hand, severe 
inflation has also made serious planning and budget control virtually im- 
possible, which again leaves the door open for incurring expenditures which 
are not strictly accountable. 

’ Bureaucratic complacency. This is, of course, a classic threat to the 
efficiency of state enterprises. In under-developed countries trying to indus- 
trialize, this phenomenon can easily develop behind the protective barrier 
of partial monopoly that most of these enterprises enjoy, because of sheer 
scale of operation, or because of protective measures. 

Managers of state owned enterprises in such countries are ambitious 
I enough and are at the same time proud of their role in the development of 
the country, and therefore they want to do a good job. But this zeal is not 
enough to protect them from overspending. The measure of doing a good 
job might be interpreted as achieving the highest possible output, but probably 
less attention will be paid to curbing costs and preventing waste. There 
may also be a temptation to try to do a little too much for the welfare of the 
workers and spend too much for amenities for the executives. To be sure, 
this relative opulence of large enterprises is in Indonesia not only a feature 
of state-owned enterprises. Most probably these state enterprises are far less 
extravagant than the previous Netherlands estates and enterprises. Salary 
and wage scales, and executive amenities of these state enterprises are still 
below those of former Netherlands enterprises. But of course those enter- 
prises should not be taken as a standard. It should not be impossible to 
establish common standards of costs and expenses for all state enterprises, 
i probably supplemented by certain incentives for superior performance, and 
I the whole system subjected to a careful control by state accounting services. 
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'Worker' morale: W morale is reported to be declining because ! 
of the persistent inflation which has progressively depreciated real wages. | 
Absenteeism and lateness are frequent phenomena in state enterprises, ! 
especially in the IBW and ICW enterprises, because these two categories are | 
hardest" hit by the' inflation. | 


Part III i 

; ; , , ■ I 

V - summary and conclusions 1 

There are several problems that we want to recapitulate in this section. | 

There is the problem of external factors bearing on the efficiency and j 
stability of the operations of the state enterprises. In the author’s opinion | 
this is really the most important proffiem today in Indonesia. The country 
has been suffering from a chronic and severe deficit in the government budget ; 
and a consequent disequilibrium in the balance of payments. The result is i 
severe inflation and physical scarcity of many goods. In the background ; 
of this looms the problem of political instability, culminating in a rebellion ; 
in 1958, which only adds terribly to the strain. If inflationary financing was 
resorted to in order to finance certain cherished development projects, and 
on top of this, to finance the military operations this could be done only at 
a great cost. It is clear that other capital expenditures less appealing 
to the public mind had to be sacrificed. The IBW enterprises have suffered 
most because of this situation. The BIN and its subsidiaries are . experienc- 
ing a squeeze in their sources of capital, because it is almost impossible to 
raise additional capital from public subscriptions. The inflation further adds 
to the difficulty of recruitment of qualified personnel, of forming sufficient , 
stocks of raw materials and production goods, of planning and budget | 
control. In short, inflation has been the chief enemy of the state enterprises. I 
The only defence an enterprise can apply in such a situation, i.e,, to raise the i 
prices of its products, is denied for political and moral reasons : the govern- 
ment cannot raise prices if it at the same time forbids wages to increase. 
Of course, private enterprise is generally also subject to the samd price control 
regulation, but somehow it manages better to escape the maze of control ! 
because its management is more flexible and is more determined to keep the 
value of its assets unimpaired. State enterprises are usually handicapped by 
a stiffer attitude, and less managerial discretion. Consequently they cannot 
easily protect themselves in this inflationary situation. 

Second is the problem of operational efficiency. Probably the most 
important factor in this respect is the lack of skill, administrative, technical, 
and managerial. This is a problem common to all under-developed coun- ; 
tries and can only be remedied over a relatively long period of time. It is 
seriously recognized in Indonesia, and the country is furiously engaged, in i 
crash programmes of training and education. 

A third problem that still needs a general solution is that of organiza- 
tion, co-ordination, and public control of state enterprises. We have seen 
the various forms of state enterprises in Indonesia. The IBW enterprise 
form is generally felt to be too restrictive under the present circumstances, 
while the private corporation form — although at present the most efficient 
form— is often regarded as ‘‘too individual capitalistic” (at least there is a 
political prejudice against this business form for state operations, probably 
because it is labelled as a profit-seeking body). Also the public control of 
these private corporation type of public enterprises is regarded as politically 
inefficient. On the other hand, the direct parliamentary control of the IBW 
enterprises has not achieved what was originally intended. Parliament has 
usually too little technical knowledge, and is too occupied with other issues, 
at budget presentation time, to really scrutinize the budgets of these IBW 
enterprises and to question administrative policies. Under the present 
circumstances of budgetary concern, this financial control only impairs the 
stability of the enterprises. Since inflation is likely to continue for a longer ^ 
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time it is perhaps expedient to' relieve these eiitei-prises from such too*“Strhigent 
a control. ■ . ■ 

Much thinking is now directed to the form of public corporation by 
law, ill which specific regulations can be written into the law, for instance 
according to the type of productive activity. For instance, separate laws are 
perhaps needed to regulate public corporations of a public utility nature, of 
a manufacturing nature, of a service nature. Of course it would be cumber- 
some to require a separate law for each enterprise, but something in a form of 
a master law can probably be worked out, under which coverage the indivi- 
dual enterprises can be set up. 

A fourth problem is that of co-ordination of these enterprises, and the 
channels of control. Is there a need for a separate Ministry for State Enter- 
prises, or can administrative control ahd co-ordination be left to the various 
welfare ministries? In Indonesia there is already a co-ordinating com- 
mittee between welfare ministries on a ministerial level (the Economic and 
Financial Council), while monetary and balance of payments problems are 
co-ordinated by the Monetary Council, also a ministerial committee. 

A problem related to the above is that of regional decentralization. 
The problem of political decentralization is presently a very acute and at the 
same time a very delicate problem, and it is foreseeable that state enter- 
prises also have to be subjected to some kind of decentralization of control. 
A current example is the contemplated big fertilizer plant in Palembang, 
South Sumatra, in which the local government has demanded a share in the 
stocks.*^ 

Another problem in the same area is the problem of co-ordination with 
national economic planning. There are sufficient channels of co-ordination 
in Indonesia. The State Planning Bureau has a decisive say in the establish- 
ment of large-scale projects, such as for the cement and the fertilizer plant. 
The financing body is often the BIN, and therefore operational control rests 
with this agency. The Ministry of Industry undertakes promotional activi- 
ties in the field of small-and middle-scale industries, while it controls the 
research laboratories. Balance between the overall national plan and the 
executional' measures is supervised by the Prime Minister himself. 


^Another problem of regionalism concerns the original selection of plant site, 
as between regions. There is sometimes rivalry between regions as to which should 
get a projected state industry, apart from locational considerations of a technical 
nature. Hence there is a chance that state industrial establishments are not set up 
in a location most suitable from the economic standpoint. 
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NOTES 


INDUSTRIAL ENTERPRISES IN THE PUBLIC SECTOR 

IN INDIAN 

1 . BEFORE INDEPENDENCE 

Broadly speaking, it would be true to say that the approach of the 
British Government in India to economic policy continued to be that of 
laissez faire almost throughout the period of its rule. But, in spite of this 
basically laissez faire approach, the Government was gradually compelled by 
circumstances to participate directly in certain economic activities. The 
Government of India first tried to develop irrigation through private compa- 
nies but this experiment failed disastrously, ^ Thereafter, the Government 
accepted the construction of irrigation works as its own responsibility. It 
may be pointed out that this was nothing new as even in pre-British times, 
wherever stable government existed, provision of irrigation and transport 
facilities was considered to be the responsibility of the ruler. As in the 
case of irrigation, the experiment of developing railways through private 
enterprise was tried and given up and gradually the policy of State ownership 
and, somewhat later, State management of railways came to be accepted. 

While the necessity for a positive State policy of participation in irri- 
gation and transport was recognised at an early stage, in the case of manu- 
facturing industries this was not so. While as a result of the impact of the 
rapid increase in foreign trade and improved internal communications the 
traditional industries in India declined, modern industry did not develop | 
rapidly to take their place. In other countries like Germany, United i 
States and Japan, which started on the course of economic development | 
later than Great Britain, special efforts were made by their governments | 
to help industrial development, in India laissez faire continued to dominate I 
government policy. In the last decade of the 19th century some attempts I 
were made by a few enlightened administrators to develop a more positive | 
policy. The provincial government of Madras sanctioned experiments in | 
certain metal industries. This experiment was found to be successful and | 


L Any views expressed in the paper should be taken to be the views of the ; 
author. Dr. H. K. Paranjape, who with the assistance of the Research Staff of the 
Institute prepared the paper on behalf of the Institute, and not necessarily the views ; 
of the Institute as such. I 

Because of the paucity of data about industrial enterprises under State Govern- | 
meats, the paper mainly deals with the problem in relation to enterprises under the 1 
Central (Union) Government. It is these latter which are really important both in ; 
view of their size and their strategic position in the economy and therefore experience | 
relating to them can be considered as of greater significance; this is especially so as i 
the number of enterprises under the Central Government is expanding very much j 
faster than that under State Governments. i 

It needs to be mentioned that the data about different enterprises have not been i 
equally available for the preparation of the paper. For some enterprises, up-to-date ; 
data were not available about all aspects and so some data collected in 1957-58 had : 
to be used. It is possible that some changes may have occurred since then which have ' 
been overlooked. But the picture drawn here can be taken as correct in its main 
outlines. ^ ^ j 

2. D.R, Gadgil— Industrial Evolution of India, (4th ed.), p. 138. 1 
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NOTES ; therefore came to be emulated by other local governments. In 1905 a spe- 
' j ' cial Department of Commerce and Industry was set^up in the Oovernmmt of 
I India and in 1907 a Government-sponsored industrial conference at Nainital 
! came to the decision that Government should organise pioneer concerns as an 
I effective way of helping industrial development. However, these recom- 
I mendations were turned down by the Secretary of State for India (Lord 
i Morley at that time) on the ground that Government activity should be 
I strictly confined to industrial instruction. Later on, an attempt was made to 

j revive the spirit of the Nainital Conference; notinng much came of it. A few 

I Provinces like Madras and specially some Indian States like Mysore, how- 
! ever, went ahead and organised a few factories on an experimental basis. 

I As a result of the experience gained during the First World War the 
I Government of India decided that the establishment of certain industries 
I was necessary from the point of view of efifective deience. The Industrial 
I Commission (1916-18) made a number of suggestions for assistance to 
I industries including one for starting government industrial undertakings. 

I These, it envisaged, should be mainly for the purpose of pioneering or 
i experimentation. It also laid down that only in exceptional circumstances 
! would Government itself carry on industrial operations on a commercial 
I scale. This would be mainly in the case of the supply of arms and ammuni- 
I tion. But even this recommendation, halting as it was, proved to be abor- 
i tive. Government-owned industry in India was confined to factories for tJie 
i produclion of defence material and some workshops (mainly for repairs 
i and maintenance work and for minor manufacturing) attached to the rail- 
ways and the posts and telegraphs. The situation continued to be the same 
in the inter-war period. It was only during the period of the Second World 
War that the Government of India began increasingly to recognise the 
I necessity of helping industrialisation in the country through direct State 
j participation in new industries. A number of schemes for post-war develop- 
ment were being prepared in this period and in these the role of the State 
was coming to be accepted as direct and positive. A statement of indus- 
trial policy issued by the Government of India in April 1945 stated that basic 
industries of national importance, v/z., Aircraft, Automobiles, Tractors, 
Chemicals and Dyes, Iron and Steel, Prime Movers, Transport Vehicles, 

I Electrical Machinery, Machine Tools, Electro Chemical Industries and 
I Non-ferrous metal industries should be nationalised if adequate private 
I capital was not forthcoming and it was regarded as essential in the national 
Mnterest to promote such industries. An attempt was made to prepare blue- 
prints for certain schemes like a fertiliser factory, a locomotive building work- 
shop, a telephone manufacturing workshop etc. 

Mepwhile, Indian public opinion, as voiced by the major political 
organisation in the country, namely, the Indian National Congress, was 
I somewhat vaguely committed to the idea of nationalisation of basic industries. 

; A resolution had been passed in 1930 to the effect that the State shall own 
or control key industries and essential services, mineral resources, railways, 
waterways, shipping and other means of public transport. This left the 
position sufficiently open to satisfy all points of view. The election mani- 
festo of the Congress in 1945 reiterated this formula of ‘own or contror. 

2, AFTER INDEPENDENCE 

For some time after independence, in spite of the fact that the Govern- 
ment was predominantly a Congress party government, there was no clear-cut 
policy in regard to the role of State enterprises in the economy. Schemes 
which had already been launched by the previous government, like the 
fertiliser factory, locomotive works etc., were pursued further. The first 
attempt to lay down a definite long-term economic policy was made by 
the Economic Programme Committee of the Congress early in 1948. This 
Committee which had the prime Minister as the Chairman submitted in 
, January 1948 a programme laying down that new undertakings in defence, 
key public industries and also undertakings monopolistic in character should 
, be started under public ownership and that the existing private undertakings 
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in this sphere should be gradually taken oVer after an initial period of five j 
years, although this was tQ be subject to the limit of the State’s resources and I 
capacity at the time. This statement led to a slump on the stock exchange 
and the Government then officially announced its industrial policy in I 
April 1948. The policy laid down that “the manufacture of arms and ammu- 
nitions, the production and control of atomic energy, and the ownership 
and management of railway transport should be the exclusive monopoly ; 
of the Central Government”. In case of coal, iron and steel, aircraft j 
manufacture, shipbuilding, manufacture of telegraphs, telephone and wire- j 
less apparatus and mineral oils, all new concerns were to be started by the | 
State while existing undertakings in these fields were to be permitted to | 
continue at least for ten years. If and when the Government decided to i 
take over any concern, compensation was to be awarded on a fair and 1 
equitable basis. ' 

The First Five Year Plan for the country was formulated in 1950-51 
and the above-mentioned policy continued to be the basis of the industrial 
part of the plan. But during the course of the execution of the plan, the 
policy came to be gradiially modified in certain directions. A memorandum 
on industrial policy issued in 1953 pointed out that while certain fields were | 
reserved to the private sector and certain to the public sector this did not | 
prevent the possibility of a certain degree of overlapping. There was a ! 
shift in ideological emphasis after 1953 which ultimately led to the accep- 
tance by the Congress Party of a socialist pattern of society as the goal of 
economic policy and this naturally meant that further emphasis came to 
be placed on state enterprises. The change in Government’s approach is 
indicated by the history of the proposal for a new steel plant at Durgapur 
with British collaboration. At one stage it seemed that the Government I 
was seriously thinking of allowing this plant to develop as a private concern | 
but with the shift in policy it was decided to develop it as an entirely state- j 
owned concern. The emphasis on state enterprises was supported on a | 
iiiimber of grounds. It was said that, in the case of industries where for i 
technological reasons the number of plants is bound to be small, state enter- I 
prise is proper to prevent the concentration of economic and industrial power 
in private hands. Another reason for further expansion of the scope of the 
public sector was stated to be that with the increasing role of the State in 
economic development it becomes necessary to ensure “widening and deepen- 
ing of all possible channels of public savings”.^ I 

The present policy in this respect is laid down by the Industrial Policy i 
Resolution issued on April 30, 1956. This resolution points out that it is 
necessary to speed up industrialisation and in particular to develop public ! 
sector industries for the purpose of accelerating economic growth, and for 
this purpose the State is compelled to assume a predominant and direct j 
responsibility for setting up new industrial undertakings. “The adoption [ 
of the socialist pattern of society as the national objective as well as need for i 
planned and rapid development require that all industries of basic and strate- 
gic importance or in the nature of public utility services should be in the 
public sector. Other industries which are essential and require investment 
on a scale which only the State, in present circumstances, could provide 
have also to be in the public sector”. Industries were classified into three 
categories having regard to the part which the State would play in each of 
them..' ' . ■ ; : 

Category I : This consists of industries the future development of 
which will be the exclusive responsibility of the State. All new units in 
these industries will be set up only by the State. This course does not pre- 
clude the expansion of existing private units or the possibility of the State 
securini^ the cooperation of private enterprise. This category includes 
industrFes like arms and ammunition and defence equipment, iron and steel, 
heavy castings and forgings, heavy electrical plants, coal, mineral oils, impor- 
tant metals, aircraft, shipbuilding etc. 

1. From a broadcast by the then Minister of Finance, Government of India; j 
see India News 28.1.56. 
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NOTES Category II: This consists of industries which will be progressively 

I state-owned and in which the State will therefore generally take the initiative 

i specially m developiii,g new undertakings but in which private enterprise will 

I also be expected to supplement the State effort. This category includes 
; machine tools, ferro alloys, antibiotics and other essential drugs, fertilisers 

1 etc. 

Category III: This includes all the remaining industries whose 
! future development generally will be left to the private sector. It was 
i specifically mentioned that these categories would inevitably overlap to some 
i extent and no rigidity was intended. It was specifically laid down that 
I it was always open to the State to undertake any type of industrial 
j production. 

; This policy has provided the basis for deciding the scope of State 
^ enterprise in the recent period. A more important factor which determined 
I this scope was the general character of the Second Five Year Plan. Unlike 
i the First Five Year Plan, the Second Five Year Plan placed considerable 
i emphasis'on rapid industrialisation and this indicated the necessity of priority 
i being given to the development of certain basic industries. In adition to the 
' ideological reasons mentioned above, the other important factors were that 
I the large amounts of capital required for the new enterprises under the 
I plan could only be provided by the Government, large-scale and wide- 
j spread collaboration with foreign firms or governments was essential and 
I this could be obtained with greater ease by the Government and the new 
j industries that were to be set up were not expected to be profitable within a 
I short period. Therefore development of basic industries under the plan had 
I to be largely in the state-owned sector. The present scope of the public 
1 sector has thus been largely determined by the demands of the Second Five 
! Year Plan and the conditions prevalent in the country. 

! As mentioned earlier, the scope of State enterprise in the industrial field 
was vei 7 limited in the period before independence. In the so-called British 
India, leaving aside a few experimental and small factories organised by 
some provincial governments like Madras, the main manufacturing units 
under Government ownership and management were those connected with 
defence production (this included Hindustan Aircraft which started as a 
private concern but was taken over by the Government during the Second 
World War for the requirements of the air force), workshops connected with 
the railways and the posts and telegraphs department and coal mines con- 
nected with the railways. The so-called Indian States of Mysore, Travaneore 
I and Hyderabad had made some efforts to develop manufacturing indus- 
I tries within their own territories under State auspices but not many of these 
I units were either of great significance or financially successful. In the 
I period after 1945 a number of new industrial units were organised under the 
! Central Government, principally for producing products needed by certain 
! government agencies, e.g., a Locomotive Factory and a Coach Factory for 
! supplying the state-owned railways, a Telephone Factory and a Cables 
I Factory for supplying the Posts and Telegraphs Department etc. The 
I Fertiliser Factory came to be developed as a result of the recommendations 
I of an official committee which examined the food problem of the country, 
j As a part of the public health programme of Government it was considered 
I necessary to increase the supply of antibiotics and insecticides and public 
' enterprises were set up for that puqtose. With the setting up of the 
Planning Commission and the increasing emphasis on Government’s role in 
; relation to economic development the scope of the public sector came to 
I expand further. The Government had accepted projects for the produc- 
I tion of machine tools and for a new steel plant as important schemes for 
inclusion in the public sector even before the Planning Commission was 
; set up, though the plans came to be put through only in the second half of the 
j First Five Year Plan period. The fields in which State enterprises have now 
: entered as a result of the policy outlined in the Second Plan include heavy 
I electricals, heavy castings and forgings, scientific instruments (a development 
1 based upon an old governinent workshop for supplying scientific instruments 



tovthe Meteorological; Departmeiit)^ ' rad^ etc,^ .. Sorpe of the | 

State- Governments 'are also' enterm^ the field of manufacturing 'industry by ■ 
setting up units' for producing cement, aluminium goods, fertilisers, etc., A ' 
list of the principal State enterprises in the manufacturing field is appended. 
(Appendix A). ' 

3. ORGANISATION 

In the pre-independence period Government participation in manufac- 
turing industry, as indicated above, was very limited and whatever manufac- 
turing units were owned and controlled by ,the Government were mainly 
organised as parts of government departments. • Defence production units, j 
workshops attached to railways and posts and telegraphs, the various Indus- | 
trial units under the Government of Mysore, these were all organised as 
departmental units. Only one major , manufacturing unit, wz. the Hindus- 
tan Aircraft Limited was organised as -a company and this was due to the 
historical reason that it was a private company taken over by the Govern- 
ment, for meeting war exigencies. 

Even after independence new projects like the Telephone Factory and j 
the Fertiliser Factory were organised as departmental units in their early ! 
stage of development. ' While certain units like, the Locomotive Factory i 
and the coach-building workshop continue to be maintained as a part of the | 
railway organisation which is still basically departmental in character, the 
necessity to organise most of the manufacturing units in some non-depart- 
me.ntal and semi-autonomous form has. come to be recognised gradually. 
While t,here was some hesitation right up. to 1953-54 about converting old 
established units like the Government-owned coal .mi,nes and the scientific 
instruments factory to non-departmental semi-auto'nomous form, since then 
it seems to be accepted that manufacturing units should be generally orgaj '' 
nised in some such manner. -'While the form of the autonomous public 
corporation came to be' used in India almost immediately after independence , 
for the setting up, of the Reserve Bank 'of India and the Damodar' Valley j 
Corporation, this form has never been used for the organisation of manu- I 
facturing units. It has been confined to the organisation of enterprises | 
in fields like banking, insurance and transport. The joint-stock company | 
has been the form considered more suitable for the organisation of manu- I 
facturing units in the public sector. Almost all the manufacturing units I 
in the public sector, barring defence production units, posts and telegraphs ; 
workshops, railway workshops (these workshops are of course maintained 
principally for the purpose of repairs and maintenance and only partially for \ 
manufacturing)' and the Locomotive Works at Chittaranjan and the Rail- 
way Coach Wo,rkshop at Perambur,- have now- been -organised as .companies. ; 
Even, in States, where there is no such universal tendency some of the more ' 
important units are being converted to the company form. I 

Till recently the policy- seems to have been that, in, , the earlier stages of , 
a project, it generally worked as a part of a government department and only 
at a later stage, when the construction work was largely complete and pro- 
duction was about to begin, was the project handed over to a company special- 
ly formed for the purpose. The approach seems to have been that in the 
earlier construction stage there are special advantages to be obtained by the 
project being directly under Government control. When it was likely to go 
into production the company form was more suitable. While this was the 
policy till recently, now even new projects are being set up as companies ; 
as indicated by the projects for the heavy electricals plant and the heavy 
machinery plant. 

Another tendency regarding the organisation of manufacturing units 
is that all units are set up as independent units under a separate company. 
The exceptions are mainly the Hindustan Steel Company, which controls 


L Considerable expansion of capacity was envisaged under the plan in some 
of the existing units like Sindri Fertilisers, Hindustan Machine Tools, etc. New 
projects for additional fertiliser plant, for integrated use of lignite deposits, for oil 
exploration and refining were also included in the public sector as part of the plan. 



f46TES': ? all the three steel ' plants' in the^ public sector, the Hindustan Insecticides 

i Company which controls two D.D.T. plants and the National Cbal Develop- 
I meiit' Corporation which controls all the state-owned coal mines. In the 
I case of the production of fertilisers, the' two units in the public sector are 
I under two separate companies. An attempt is sometimes made to co- 
' I ordinate the activities of State 'enterprises with common interests through 
I the interlocking of directorships; for example, the Managing Director of the 
, I Sindri Fertiliser Factory is a Director of the Nangal Fertiliser Factory and 
I vice versa. Moreover, as will be pointed out later, as related enterprises are 
I generally under the control of the same ministry and therefore work under 
I the supervision of the same secretariat officers, there is a further likelihood 
j of coordination in policy matters both through common directors and at the 
I secretariat level. 

I This method of organising public enterprises, was severely criticised 
; for some time and a previous Comptroller and Auditor-General of India 
went to the length of calling it a fraud on the Constitution. The objection 
was that the Government being in many cases the only shareholder, the 
various provisions of the company law had not miich meaning in this context 
I and the organisation of these enterprises as companies only reduced their 
I accountability to the audit authorities appointed tinder the Constitution 
I and to the legislature. Provision has been made in the new Companies 
I Act to meet this criticism. Special clauses have been included in the Act 
I regarding Government companies which are defined to mean any company 
I in which not less than 51% of the share capital is held by Government. 

I (See Appendix B). In these companies the auditor is to be appointed by the 
I Government on the advice of the Comptroller and Auditor-General of 
I India, the latter also having the power to conduct a special audit if he con- 
I skiers it necessary. The Act also laid down that the controlling Goverii- 
I ment shall place before the legislature an annual report along with the annual 
I accounts and audit report. This provision has meant that no longer can the 
I above type of criticism be levelled at the organisation of State enterprises in 
I the form of companies. 

Most of the manufacturing units in the public sector organised in the 
form of companies get the whole of their share capital from the controlling 
Government. Such is the case with Sindri Fertilisers and Chemicals, Hindus- 
tan Machine Tools, Hindustan Cables, Hindustan Antibiotics, Hindustan 
Insecticides, National Coal Development Corporation, Bharat Electronics 
etc. In a few cases a State Government is associated as shareholder, as 
for example in Hindustan Aircraft and Indian Telephone Industries where 
the State Government of Mysore, in whose territory the project is located, 
holds a small proportion of shares. Another type of associated share-hold- 
ing is indicated by the case of Hindustan Shipyard where the Scindia Steanr 
Navigation Company, the former managing agents for the concern, hold 
I some shares. There was also some idea at one time of associating foreign 
: private firms, collaborating with the Government of India in the setting up 
; of a concern, as minority shareholders. This was done, for example, in tlie 
; case of Indian Telephone Industries and the Hindustan Steel Company, 
i In the former case the Automatic Telephone and Electric Co, Ltd., a British 
; concern, continues to hold a small percentage of shares. In the latter 
I case the Government decided to eliminate the share-holding of the German 
I collaborators in the Rourkela Steel Plant and now the whole share capital 
I is provided by the Central Government. 

! As regards the composition of the Board of Directors, by and large, 

I the Boards have consisted of a senior civil servant, many times the Secretary 
' or Joint Secretary of the controlling ministry; an officer from the Ministry of 
! Finance and civil servants from other connected ministries; one or two busi- 
! nessmen from the private sector; one or two persons with specialised scientific 
I or technical knowledge in that field; one or two persons from public life 
(sometimes politicians); and sometimes a labour leader. The labour member, 
however, does not represent the workers in the company as such and has 




not, so far ever been an employee of the same. company. The majority of I NOTi5S 
members belong to the category of Government officials. . Participation by ■; 
individuals belonging to the private sector in the management of govern- 
ment industrial and commercial enterprises has been significant in a few 
cases; e.g,^ the present chairman of the Sindri Fertilisers and Chemicals Ltd., 
which is one of the biggest public industrial undertakings in the country, 
is an industrialist. Generally the number of directors varies between 
seven and twelve. | 

The Board of Directors is given the general power of running the busi- j 
ness of the company. The Articles of Association mention the various | 
powers which the Board may exercise. The articles are largely similar in 
the case of most companies set up by the Union Government (See Appendix 
C). Slight variations may occur in individual cases, but the broad pattern 
of the powers of the Board is the same. 

The Directors are all appointed by the President in the case of com- 
panies fully owned by the Government of India and generally hold office 
during his pleasure. Where a part of the capital is contributed by other 
parties, they have the right to nominate a few directors. Each Board has 
a chairman who is appointed by the President and holds office during the 
pleasure of the President. Chairmen of public industrial undertakings, | 
with a few exceptions as at present, are titular chairmen, the exceptions being | 
the Nangal Fertilisers where the chairman is also the Managing Director I 
and the Hindustan Steel which has a chairman who is also the principal | 
executive officer. These two are full-time chairmen. The practice generally | 
is to appoint a senior official, often the Secretary, of the administrative | 
ministry concerned as the chairman of the company. However, there have | 
been a few instances of variations. The case of a non-official being the j 
chairman of Sindri Fertilisers has already been mentioned. Sometimes a 1 
technical expert is appointed as chairman. Government has also sometimes j 
appointed officials of another Ministry as chairmen. | 

As regards the powers of the chairman, while the Articles of Associa- I 
tion of some (recently set up) companies have specifically defined them, j 
others have left the matter undefined; The Articles .of Association of the I 
Nangal Fertilisers and Chemicals states that “The Chairman shall reserve. | 
for the decision of the Central Government any proposals brought before the I 
Board which raises in the opinion of the Chairman an important issue and j 
which is on that account fit to be reserved for the decision of the Central | 

Government”. However, in most such cases, there is also another provi- j 
sion which says that if on a matter so reserved by the Chairman, a decision I 
of the Central Government is not received within a period of two months, ; 
the Directors shall be entitled to act in accordance with the proposal or | 
decision without further reference to the Central Government. In the ! 

Articles of Association of National Instruments Ltd., it has been also laid | 
down that no decision in respect of an issue which in the opinion of the I 
chairman is of importance shall be taken by the Board of Directors unless I 
the chairman appointed by the President is present. In the case of Hindus- | 
tan Steel not only the chairman but any director can reserve an issue for i 
the decision of the Central Government 

With regard to the day-to-day administration of the company the prac- ; \ 
tice is to appoint a Managing Director who is a member of the Board of ? 

Directors. He is the chief executive , officer of the company and works i 
as a full-time executive. In many cases, the Managing Directors are 
government officials serving the company on loan from the government : 
for contracted periods. The Managing Director is responsible to the Board : 
and his powers are such as are delegated to him by the Board. An interest- ; 
ing feature about the Managing Director is that although he is a servant of ■ 
the company and works under the supervision and guidance of the board of 
directors, he is not appointed by the Board. Instead, he is appointed by the 
President who also determines the terms and conditions of his service. ; 

The Board does not also havq, the power to dismiss him which is a preroga- i 
tive of the President. In the case of Hindustan Steel, the power to appoint j 
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NOTES the General Managers (who are like Managing Directors of the individual 

plants) and also the Financial Advisers and Chief Accounts Officers, is 
reserved for the President. 

Although the Articles of Association of almost all government com- 
panies have provided for the appointment of Boards of Management, so 
far it has been done only in a few cases like Hindustan Aircraft and Bharat 
Electronics. The Board of Management consists of the Managing Director 
and the Heads of Departments. In some cases, however, instead of Boards 
of Management, Standing Committees of the Boards have been set up. 
Such Committees consist of some members of the Boards of Directors and 
are empowered to take important decisions on behalf of the full Board. 

One more aspect that has to be mentioned in regard to the Board of 
Directors is the part played by the Finance Ministry. The Finance Minis- 
try is always represented on the Boards of Directors. This ensures that the 
necessary advice is available to the Board for arriving at any decision regard- 
ing financial matters. A convention has also been set up by which, when- 
ever the Financial Director disagrees with the rest of the Board, the matter 
: is brought to the notice of the Government and a final decision is taken 
! only after ascertaining the views of the Government. 

Government retains considerable control of the functioning of the 
Government companies. Government’s powers are specifically mentioned 
in the Articles of Association of each company. The broad pattern is the 
same in all cases (See Appendix C). These powers include the appointment 
and removal of the Directors, the Managing Director and the Chairman 
and deciding the terms and conditions of their appointment. In financial 
matters, Government approval ^ is necessary for undertaking any works of 
a capital nature involving an expenditure of Rs. 10 lakhs or more, for all 
matters regarding the issue and allotment of share capital, for the issue of 
debentures, for making investments in securities, for deciding to grant a share 
in the profits to any employee(s) of the company, for appointing any person 
in a post the maximum pay of which is Rs. 2,000 or more per month and 
for distributing profits. The Government appoints the auditor of the 
company on the advice of the Comptroller and Auditor-General of India. 

The Articles of Association of all companies also contain the provision 
that, notwithstanding anything contained in the Articles of Association, the 
President may, from time to time, issue such directions or instructions as 
may be considered necessary in regard to the conduct of business by the 
company and the company shall give immediate effect to the directions 
or instructions so issued. 

Apart from these formal methods of control, in practice government 
control over public enterprises has been exercised through various other 
means. The practice generally prevalent up to now of appointing the 
Secretary of the controlling Ministry (in India the Secretary to Government 
is the chief adviser of the Minister and the topmost permanent official of the 
Ministry) as the Chairman of a State enterprise which is under the adminis- 
1 trative supervision of his Ministry has been a very powerful controlling 
I influence. As Secretary he is in a position from where he can exercise 
I considerable control over the conduct of the company, especially in matters 
i about which consultation with and approval of the Government is needed. 
jByvirtueofbeingitsChairman,he.mayalsobeabletoinfluencethedeci- 
i sion-making process in the Board. Besides this, another important factor is 
that the majority of the members of the Board being officials of the Govem- 
i meat, the Board is bound to reflect Government policy without the Govern- 
I ment having to give a formal directive to the company. 


1. The position varies in oertMn cases. Generally in the case of small com- 
panies, the powers del^ated to the Board are more restricted; in large companies they 
are greater in scope. For example, approval of Government is necessary for every 
capital project when the expenditure exceeds .Rs. 5 lakhs in the case of Hindustan 
Insecticides and National Instruments, Rs. 50,000 i« the case of Nahan Foundry, and 
Rs. 20 lakhs in the case of National Coal DevelopmKit ^rporation. 
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4 . ■■'UAMAmmAL mkmmmv 

As pointed out above, tbe Chief 'Execufive Officer of each enter- 
prise- is generally the Managing Director. The large ' majority of these 
as^well as of other top personnel is found to be obtained from 'amongst ad- 
ministrative officers, of Government. 'Except in' the case of the LocdmotiVe 
Works, the Railway Coach Factory and the Telephone Factory 'where the 
chief executives are obtained from amongst persons with considerable tech- 
nicar knowledge and experience in that 'field, ' the top executives in most 
other enterprises are persons with a general administrative background. 
In a few cases persons with technical or managerial experience in other 
Goyernment undertakings like the railways are put in the top executive 
positions of new enterprises. For example, the present Managing Director 
of Sindri Fertilisers and the Chairman of Hindustan Steel are former rail- 
waymen. The Chief Accounts Officer or Financial Adviser in most 
enterprises is an officer of Government with previous experience either in 
the Ministry of Finance or in Accounts and Audit. Most of these enter- 
prises are too new to have any persons grown up in the enterprises acting in 
the top positions. Very few of the top executives have a background of 
managerial experience in private industry. 

The question of having a proper system of recruitment for manage- 
ment personnel in the public sector has been engaging public attention for 
some years. Now it has been decided by the Government to constitute an 
Industrial Management Pool for the purpose of manning the top management 
positions in the industrial and commercial undertakings of the Government. 
Recruitment to the pool is to be made from amongst civil servants and others 
with requisite background and experience. It has been decided that pro- 
motions in the pool will go largely by merit and that no automatic promotions 
on the basis of seniority will be made. The idea is that such a pool will 
create opportunities for young managerial personnel both to show, their 
capacity and to obtain broad-based experience of management in different 
fields which will help them to occupy top managerial positions in the various 
public enterprises effectively. It has been decided that no post will be re- 
served for members of the pool. Senior posts in the industrial undertakings 
will be available both to officers from the pool and to officers not belonging 
to the pool but operating in the various undertakings. The State Govern- 
ment of Mysore which has a large number of industrial concerns under its 
management has also recently decided to create a separate industrial ca.dre 
for the management of industrial concerns. This is considered necessary 
to ensure that proper managerial personnel is developed for the task of I 
efficient management of these concerns. The first batch of recruits to the I 
Industrial Management Pool has been only recently selected and it is diffi- | 
cult at this stage to say to what extent this experiment will succeed in its |- 
objectives, | 

5 . PROBLEM OF INCENTIVE 1 

In thinking of the system of incentives, it is necessary to distinguish j 
between incentives for the managerial staff and those for the supervisory I 
and productive workers. While the necessity to provide some sort of mone- | 
tary incentives for the latter category has been accepted in the last i 
few years it continues to be the official policy that no such incentives are i 
necessary for the former category. Actually even the fixed salaries of the | 
managerial personnel in the public sector are related closely to those of civil j 
servants. Most of the managerial personnel being personnel on deputation 
from Government service they are generally paid their grade pay plus some 
special pay. In any case the salaries of the managerial personnel are very 
much lower than those in private industries, even in the case of important , 
concerns. The idea of providing any sort of ineentiye bonus for managerial | 
personnel is not accepted.. ’ . , . ^ | 

As regards the workers operating in the workshops, the necessity ; 
to provide some system of payments based on results, is gradually coming i 
to be accepted. Hindustan Aircraft and Chittaranjan Locomotive Works [ 


NOTES 





Notes - were the principal pioneers in this matter in the pfublic sector and following 
the experience gained there, in many of the engineering enterprises in the 
public sector a system of incentive bonus payments is being used. ^ But evra 
in these cases this system is not applicable to the senior supervisory staff. 
The idea of profit-sharing has not been accepted in principle by Govern- 
: iiient. Ill practice ad hoc bonuses have been declared out ^of the piofits 
: madC' by enterprises like Sindri Fertilisers and this is increasingly becoming 
: a coinmon feature of enterprises which are working at profit, but no definite 
^ principle about this profit-sharing has still been laid down or accepted by 
^ the Government. It remains an essentially ad hoc decision, though in theory 
i the bonus is supposed to be related to productivity, (See Appendix G). 

A system of inviting suggestions from workers for bringing about 
I improvements in techniQues of production prevails in most enterprises and 
awards in cash are given for suggestions that are found to be of some prac- 
tical value. In the case of enterprises which have their own house journals, 
the photographs of persons who put forward useful suggestions are published 
in these journals and sometimes the awards are given at special functions 
! organised for the purpose. Thus an attempt is made to encourage employees 
to take interest in the efficient working of the enterprise, 

A considerable effort is made in many of the newly developed State 
enterprises to provide special facilities for the training of employees. In 
cases like Hindustan Machine Tools where new techniques have to be taught 
to a large number of newly-recruited persons, special training schools have 
been established and a paid system of apprenticeships instituted for the 
purpose of ensuring sufficient supply of technically skilled personnel. Even 
in other concerns like Indian Telephone Industries, Ghittaranjan, etc., 
special efforts are being made to provide facilities for training of persons 
already engaged in the enterprise and also apprentices. The enlargement 
of such facilities is bound to help improve the efficiency of the concerns 
and further these training facilities are bound to be of use to the country 
: as a whole. A further point in this connection is that with the provision 
of evening classes and such other facilities for the workers to improve their 
technical knowledge and capacity, the prospects of promotion for workers 
could be definitely improved. Of course, the present position is that there 
is not much vertical mobility in Indian industry whether privately-owned or 
public-owned and superior positions are in practice closed to persons start- 
ing as semi-skilled or^ skilled workers. This is partly due to the lack of 
in-service training facilities for workers. There are also other difficulties, 
an important one being the necessity to have a sufficient knowledge of 
English for persons who want to obtain higher qualifications and attain more’ 
responsible positions. 

In the newly-established enterprises we find that good care has been 
taken to plan the factory in approfjriate ways. Attention is given to ensur- 
ing a proper lay-out, sufficient ventilation and lighting and enough space for 
possible expansion. The use of various modern devices of management 
, like cost ^counting, industrial engineering, work study, etc., is getting to be 
i common in all these enterprises. 

6. INTERNAL WORKING 

It has been mentioned earlier that the chief executive of most of the 
enterprises organised in the form of companies is the managing director 
or general manager who derives his powers on the basis of delegation made 
by the Board of Directors. An examination of the powers enjoyed by the 
managing directors or general managers of different enterprises indicates 
that there is no uniformity about this delegation of powers. Some idea 
about the delegation of powers considered proper in the case of a large en- 
terprise will be obtained from the statement of powers delegated to the 
Managing Director of Sindri Fertilisers which is given in Appendix D. 
Comparing this with the powers delegated, to the General Manager of 
National Instruments Factory,. a sfetement of which is also included in that 
Appendix, one sees how the delegation varies. It may be said that the 
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delegation is related not ' merely to the size and ■ importance of the i 
unit; it also seems to depend upon the type of person who, is I 
expected to occupy the post of managing director or general manager. ! 
Ordinarily of ^ course the managing director or the general manager of a i 
major enterprise would be senior enough to create a feeling, of, confidence ; 
in the board and, ^therefore, more powers would be delegated to him. | 
The extent of delegation also seems to vary according to the stage of i 
develop.ment reached by, the enterprise. During the construction stage, I 
more financial powers for. sanctioning capital expenditure may be neces- | 
sary than in the ,full operation stage. Thus there are more powers dele- | 
gated ^ in some^ respects to the Managing Director, of Hindustan (Nangal) I 
Fertilisers (which is under construction) than to the Managing Director of j 
Sindri Fertilisers. I 

There is also the further problem of delegation by the managing 
director or general manager to various officers working under him. It is 
not unusuai for complaints to be heard from the managing directors or 
general managers about the insufficient delegation of powers to them and for | 
similar complaints to be heard from the officers below the managing direc- * 
tor. In both these cases it may be mentioned that one difficulty certainly | 
stands in the way. Unlike in the U.K., where some limit to Parliamentary i 
control of Public Corporations has been self-imposed by Parliament, here in I 
India legislatures seem to insist on full accountability to the legislature | 
including the right to investigate and discuss various details about manage- | 
ment. This degree of parliamentary control and the necessity arising I 
therefrom of the minister having to answer various questions even relating 
to detailed operations means that the minister and. therefore the secretariat 
does not like to delegate too much power in practice (if not in theory) to 
the managing director and the managing director does not like similarly to 
delegate too much power to his subordinates. The resulting centralisation 
is known to reduce initiative at various levels and to delay important j 
decisions. 

The special position enjoyed by the director appointed by the Finance 
Ministry on the board of directors has already been mentioned. A further | 
peculiarity is that a similar special position is enjoyed by the financial | 
adviser-cum-chief accounts officer of the enterprise. There seems to be a i 
convention that this officer is appointed on the recommendation of or at | 
least with the approval of the Finance Ministry.^ In most cases the persons 
appointed to this post are persons with a background of experience in the 
Finance Ministry or the Accounts and Audit Service. Even though the | 
officer is formally subordinate to the managing director or the general ; 
manager, in practice there is a convention that powers delegated to the ma- I 
naging director, in so far as they have a financial aspect, can be exercised by | 
him only with the concurrence of the financial adviser-cum-chief accounts ■ 
officer. In case of a difference of opinion, the managing director has to 
report the matter to the Board of Directors and the Board can take the 
final decision in the matter. In departmentally organised undertakings like 
Chittaranjan Locomotive Works and Perambur Coach Factory, the Chief 
Accounts Officer has a right to represent matters to the Financial Com- 
missioner of the Railways who is a member of the Railway Board and who 
in turn has the right to refer matters to the Finance Minister in case of dis- 
agreement between him and the other members of the Railway Board. 
Finance officers with this sort of de facto position and with the background 
that most of them come from have been known in some cases to prove 
difficult from the point of view of efficient business management. The 
tradition of being overcautious is something that not all of them can easily 
give up. Moreover this special position given to the financial adviser means 


1 In some cases like Hindustan Steel, it is laid down in the Articles of Associa- 
tion that the President will appoint this officer. The general provision regarding the 
Presidents approval being necessary in the case of appointments whose maximum pay 
is Rs. 2,000 or more can also ensure that the Finance Ministry is consulted before 

the appointment is made. 
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NOTES I that the line of Gommand in the enterprise is blurred and a sort of dual 
I control comes to be established. 

I 7. ACTUAL WORKING OF THE MANAGEMENT ORGANISATION 

i ■ ' . 

i The sutoect. of management of ^public eiiterprises’ in Jndia has 

i a controversial one. Different authorities have expressed different opinions 
I about the effects of the speciaT features of the public; enterprise organisation 
i as it haS' been built up in India. AS' the Planning Comrnission put it, 

I “Questions relating to , the ;organ,isation of public enterprises axe under 
i constant rev,iew'and greater experience is needed be,fore a -clear view as to 
j the 'relative advantages., of different forms .of organisations emerges”^. 

I Therefore, it would be enough to put forward certain facts which shed, some 
. I light on this problem,. .As mentioned above, the composition of the boa,rd 
i of directors has been such as.. to ’ ensure the appointme.nt of a large .number of 
; secretariat officers officio as directors.' ■. This has led .to Very, rapid changes 
i m the personnel on the boards as a result of the. frequent transfers to which 
I secretariat, officers are subject. , To Take '.only one, example,, in, the ease ;of 
' i 'Hindustan -Machine Tools, in, the period between ,1953 and 1957, leaving 
I . aside^ the, -managing ,director and the^mom.inees of the. foreign collabo.ra,tors 
i in the project, the maximum period .for which the same, director continued 
I on the board was two years and 'nine ,months;'the minimum was one month. 

Eleven appointments lastedless: than -a year though some of the appointees 
, were .re-appointed, 'after some time, presumably because they were transferred, 

^ away from'a post for some, time and. agai.tt were appointed to that particular 
I post. ■ Sometimes' even the chief ■executive officers have changed too fre- 
I quently. ■; To- give "probably an ' extreme example, in the case of-Sindri Fert,i- 
j lizers,-ln .the coiir-sc of one year— 1953-54— there were three managing 
directors, one worked in April and May and again frorn J une to September, 
a second one worked in May and June, and a third one worked from Sep- 
tember onwards. Such frequent changes’ in the directors as well as in the 
managing directors are obviously bad from the point of view of good and 
efficient policy foimulation and management 

Another feature about the composition of the boards, as mentioned 
earlier, has been that a few businessmen, some members of the legislature 
and some labour leaders, are appointed as directors of government com- 
panies: As regards businessmen, while generally persons with considerable 
experience of business in the particular field are chosen, care is taken to 
see that businessmen belonging to enterprises which are in some ways direct- 
ly competing with the particular enterprise are not appointed. In a few’ 
cases where this was done, the experience has not been particularly happy* 
As regards members of the legislature and labour leaders appointed to the 
boards one noticeable feature is that most of these persons belong either to 
the party in power or to the labour organisation which is attached to the party 
in power. ' 

It is also interesting to note that a few directors are common to a 
; large number of enterprises. For example, one senior officer of the Minis- 
I try of Commerce and Industry has been appointed as a director on a num- 
ber of enterprises under the control of that Ministry. The Finance Minis- 
' try is also similarly tending to appoint one senior officer as its nominee 
on a number of boards. Such appointments can ensure that there would 
be in course of time.a xadre of government officers whose main field of 
work is policy making for public enterprises and they will be in a position 
both to provide expert advice in .policy formulation and to bring about the 
necessary coordination in the policy formulation of different public enter- 
prises. Another , type of interlocking of directors is the appointment of the 
I managing director of one enterprise as a director on the boards of some other 
, enterprises. This can be similarly useful There is also a recent tendency 
; to appoint as chairmaq not the secretary of the controlling ministry who is 
I the person who advises the minister about the use of the governmental 

1 1. Second Five Year Plan-— Page 138. 
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powers of control ill respect of enteiprfe^ control of that minis- [ 

'try, but some other officer either from the same ministry or a senior officer 
■trona- another ininfet^^ Thus the Secretary-General- of the External Affairs 
Ministry is 'The Chairihaii • of an industrial ‘-enterprise under -the control | 
of ^ the Commerce ■' and Industry ' Ministry.- -Another alternative that' is 
being attempted is to appoint officials or lion-^officials with technical know- 
ledge in the- partieular ' field but -unconhected"' with that particular enterpri.se 
otherwise as "chairmen;; -These .deveiopmenta- hre somewhat recent and ! 
it is therefore not possible to say how far they will be found to be better than 
the arrangem.ents' existing up-to now. ‘ 

As regards the controversy regarding the composition of the boards, 
the justification put forward in favour of the appointment of a number | 
of civil servants on the boards is that it makes for smoother progress and j 
iunctioning of the enterprises^ The dvil servants know the basic policy of j 
the Goyernment. ^ They are in a^better position to understand what measures | 
the Government is likely to find objectionable and therefore the possibility 
of conflict between the enterprise management and the controlling govern- 
ment is miniinized. Further, the Government can delegate more authority 
to the boards if a large number of civil servants, sit on the board of directors 
as the Government natiirally reposes niore confidence in these officers than 
it would in non-officials generally. problem that I 

the tumiber of enterprises is alfeady; large and is further increasing and it 
would be difficult for Government to find outside the ranks of civil servants 
sufficiently experienced and competent persons to appoint as directors, ft 
is also pointed out that hon-officials having no stake in these concerns may 
not take enough interest and there is alsb a possibility thatsome of them i 
may be ideologically opposed to the expansion of the public sector and there- 
fore may not be v^ry helpful and coopemtive. 

Regarding the delegation of powers from the Government to the 
boards a study of the powers delegated shows that, by and large, it cannot be 
said that the boards have not been given enough^ carry out their 

task in an efficient way. The criticism many times is that while the powers 
delegated are adequate the composition of the boards is such that they 
cannot function genuinely as autonomous management units. Tt is said 
that the various secretariat officials, and this is especially said about the 
officers representing the Ministry of Finance, operate on the board not as | 
individuals but as spokesmen for their ministries. The officers managing the | 
enterprise frequently complain about the over-interference by Government in ^ 
their affairs and by this they mean the interference by directors who are on | 
the board whom tliey take more as mouthpieces of Government than as : 
directors internal to the enterprise. 

The managerial staff for many of the enterprk^^^ having been drawn 
from Govemment services, the functioning' of the enterprises has been con- 
siderably influenced by governmental procedures and methods.^ This is 
obvious in the case of enterprises which are organised departmentally. ‘ For 
example, for one departmentally-run factory there was no general manager 
for a period of two years as the Union Public Service Commission was select- 
ing a suitable person for the post. In the case of a steel plant, which was in 
its earlier stage departmentally organised, it was decided to grant an Outfit 
allowance to trainees who were selected to go abroad for acquiring technical 
skills. The outfit allowance had not beeh finally for 

more than a year after these trainees reached the country where they were 
to be trained. What is interesting is that similar difficulties seem to arise 


1. The extent to which the managerial posts are held by government person- 
nel will be indicated from the following information about the Bhilai Steel Plant: 
The following was the background of the principal officers of the plant in 1957-58: 

General Manager: ICS; Financial Adviser: Retired Accountant General; 
Chief Engineer: From the Railways. 

Deputy General Manager: IAS; Add. Dpty, General Manager: IAS; 
Director of Purchases: IAS. 

(I.C.S.-— Indian Civil Service; I.A.S.-— Indian Administrative Service) 
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i evan in the case of enterprises organised in the form of companies because of 
I the continued use of go vernmenta! procedures "and methods which follows 
; froni the existence of a large number of persons Jroiii government service 
in these enterprises. Of course, one of the difficulties in adopting procedures 
and methods for speedy disposal of problems is that as the concerns are newly 
organised' and .personnel brought together from various sources,^ it takes 
time for them to get to know and understand each other and therefore the, re 
is greater insistence on rigid p.rocedures. Departmental procedures many 
times do not stand in the way of quick decision majking in ^ the case of a well* 
established organisation' when the persons operating in it are well known 
to each other as a result of having worked together for a long time. Obvious- 
ly it will take time for this result to be attained in the case of most of the 
State enterprises. 

The continuance of Government methods of functioning in these 
I enterprises is also indicated in another way. If retired Government servants 
i are employed in the enterprises their salaries are fixed as in the case of re- 
j employment under Government, that is, after taking into account the pension 
I that they may be obtaining. Thus as between two persons en^loyed^for 
I similar work there can arise a difference in salary because one is a retired 
j Government servant while the other is obtained from another source. This 
I sort of distinction leads to dissatisfaction and makes it difficult for Govern- 
I ment enterprises to attract the best amongst the retiring Government ser- 
I vants who find that they do not lose any benefits in this manner if they 
join private business employment. Another effect of the close connection 
of these enterprises with the Government is that political considerations 
tend to influence their functioning in certain ways. One example is that 
the policy pursued by Government of reserving a certain proportion of posts 
I in various administrative cadres for backward communities tends to be 
I adopted even in public enterprises. Leaving aside the question whether 
j such reservation is justified even in the case of administrative cadres, it can 
! certainly be said that in the case of productive enterprises such reservation 
I is bound to affect adversely the efficiency of the undertaking. The possibi- 
I lity of political interference in matters of appointments, promotions and dis- 
ciplinary measures is also considerable when there is such a close connection 
between the Government and the enterprises. This is especially so in 
view of the fact that appointments to the posts in the enterprises are not 
necessarily made through the Union Public Service Commission. As 
regards disciplinary measures, many managements feel that their hands 
are not free in this respect as cases do arise of the aggrieved employees using 
their influence with the local labour leaders and political leaders to get the 
orders changed through ministerial influence. There is no simple remedy 
which could remove these various tendencies which are a part of the pro- 
blems of a newly developing democracy. But if the boards were not so close- 
i ly related to Government, perhaps some of these tendencies could be more 
! easily curbed. 

9 . FINANCIAL ASPECTS 

As most of the manufacturing enterprises in the public sector are now 
I organised in the form of companies they obtain their capital largely in the 
i form of share capital. The few enterprises that continue to operate on a 
I departmental basis, notably the two Railway manufacturing Workshops at 
j Chittaranjan and Perambur, obtain their capital on the same basis as the 
i Indian Government Railways and they pay dividends or rather the Railways 
pay the dividends on the capital invested in them on the same basis as on the 
total capital-at-charge of the Railways. A statement regarding the 
financial position of some important manufacturing enterprises of the 
Government of India is presented, in Appendix E. It will be seen that 
besides share capital, loans from Government also play an important part in 
the total capital made available to some of the enterprises. There seems to 
be no definite principle about what part of the total capital requirements is 
to be made available as loans and what part as share capital. The practice 
seems to be that when finance is required for new construction or expansion 



it IS first made, available as a loan and later the whole' of it' oi£ a part of it' is 
converted into share capital. ■ ', The requirements of working capital are 
generally provided; for from loans from -the Government or from banks and- 
not by way of additional’ share capital. This insistence on the grant of 
large amounts of capital requirements- in the form of loans rather than , share 
capital means that in' its earlier stages a concern has to .bear a hea.vy burden 
of interest and that makes its financial position difficult. Loans granted by 
Government sometimes form quite a high percentage of the total capital 
invested in the concern. It is as high as 15% or 20% in many cases and 
sometimes a.s in the case of Hindustan Machine Tools it may be even ■ higher.^ 
The heavy interest burden in the constriiction and early operational stage 
may not permanently affect the financial position of a concern adversely as' 
usually a substantial part of the expenditure incurred during the constriiction 
and developmental stage is not capitalised but written off when the concern 
begins to make^profits. But still, the. fact that the concern, because, of this 
necessity to write off large amounts, cannot pay any dividends to Govern- 
ment is taken as an indication of - inefficiency by the public as compared to- 
private concerns which obtain their initial ' capital largely as, share . capital 
.and,therefo,re are under no, obiigatio.n to pay interest on this in their develop- 
mental stage and, therefore,, when they begin to make a profit they can show 
that they are paying handsome dividends. ,- Moreover if a substantial part 
of the- working capital has to- be obtained by way of loans that' does affect 
the :financial results of an enterprise adversely. Of course, as- a concern 
builds up internal' reserves, it can gradually do without outside loans for its 
requirements of working capital. ' . 

It is not necessary to discuss the"p,ro'b'lems of price policy, financial 
resiilts," etc., as these have been .discussed in, some ■ detail separately . The 
basic objective of price policy , is to. establish p,rices. which; are reasonable. In 
most cases well-established concerns,, are able to sell their products at prices 
which compare' quite well with GIF import -prices, and as the output increases 
and the concern gains in efficiency, at least a part of the benefit is shared 
by the consumers. Prices are in most cases fixed at levels which enable the 
enterprise to make profits. The financial statement (Appendix E) enclosed 
shows that many of the important manufacturing enterprises in the public 
sector, once they are well-established, make good profits. 

As regards the utilisation of the profits made by the enterprises the 
policy seems to be to use these profits more for building up the concern 
on a sound financial footing and for helping its further expansion than for 
providing dividends at high rates to the investing government. This is 
especially so in the case of. Union Government enterprises. For example, 
Hindustan Aircraft has distributed a dividend at a low rate only once in the 
last ten years, the bulk of its profits having been used for building up 
reserves for research and development, for plant ■rehabilitation ,and ' for 
general purposes. The total reserves built up to '31st March 1957' came 
to Rs. 1.3 1 crores as against the paid-up capital of Rs. 10.3 crores. In the 
case of Hindustan Antibiotics, the profits have been used to repay Govern- 
ment loans and then to build up reserves for expansion, especially taking 
note of the fact that in an industry like this technical obsolescence is rapid 
and therefore replacement of plant may have to take place at frequent 
intervals. In the case of Sindri Fertilisers the position is even better because 
the concern has paid fairly good dividends on the capital invested and still 
built up good reserves and used them for meeting a part of the cost of the 
expansion schemes. 

In the case of quite a large number of the Union Government concerns 
in the manufacturing field, the principal customers are either Government 
agencies or departments. This is the case in regard to Indian Telephone 
Industries, Hindustan Cables Factory, Hindustan Aircraft, Bharat Electro- 
nics, and even Hindustan Insecticides. Even in the case of others like the 


i . Paid-up capital Rs. 39 million; Loan Rs. 23.5 million (position as on 3 Ist March, 
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i Hindustan Shipyard the number pf customers is small and therefore sales 

i do not constitute any very complicated problem. As these concerns are 

largely producing producers’ goods strict quality control is necessary and is 
^ fbmd to be maintained. Because of the organised nature of their customers 
maintaining contact with the customers and getting to know their requite- 

' meots and dilRciilties is eomparatively easy.- SaleS'. to goveroment oigaiiisa- 
tions are also helpful in that the niai±et is in a sense guaranteed and the 
I prices are negotiated taking: into account the actual cost and allowing acer- 
: tain' margin of profit/ ' On the. other.hand it,, can mean disadvantages like, 
I orders not being placed in full detail sufficiently in advance, too inueh inspec- 
I tioii during the process of production^ and occasionally long delays in pay- 
I ments. These can mean quite a financial burden on the enterprise. As 
these enterprises are expanding, however^ the problem of building up piopei 
sales organisation is bound to beconie increasingly important. Some of the 
i concerns like Indian Telephone Industries . are: thinking of building up export 
I markets for their products and this Will requireThe setting up of an effective 
i sales organisation. This is already being: done. In the case of smaller 
I enterprises, like some of the State enterprises under the Goyernment of 
‘ Mysore, they are in competition with private manufacturers in the same 
i field and therefore have to ensure that their products will sell in a competitive 
I market. The tendency there seems to be to rely more on maintaining a 
! higher quality of production and not to , rely too much on selling methods for 

i the purpose of capturing a larger share of the market. 

I As mentioned earlier, the Comptroller and Auditor-General is now 
I authorized to audit the accounts of all the State enterprises organised 
j in the form of companies. As regards those organised in the departmental 
I form he has always had that authority. While audit by the Comptroller and 
I Auditor-General is helpful to ensure that an independent examination 

I of the financial working of the enterprise, without fear of the executive autho- 
I rities in charge of the enterprises, in practice it is found that this audit 
I may be troublesome from the point of view of the efficient functioning of the 
I enterprises. The managements of enterprises which are subjected to audit 
j by the Comptroller and AMitbr^General many times feel that there is too 
I much of a fault-finding attitude 6n the part of officers of the audit authority, 
j While private commercial audit generally prefers not to ask too many ques- 
j tions, public audit is almost bent on asking too many. Instead of attempt- 
i ing to take an overall view as. to whether the finances have been managed 
i appropriately, audit tends to go into minor details and is interested in point- 
i ing out minor irregularities, especially procedural irregularities. There is 
I also a tendency of raising queries, which TO only as a sort of hind- 

I sight regarding decisions that ip the light , of later events can be pointed 
out as not being quite correct. For example, if any of the developing con- 
; cerns have to quote prices in advance of production and they base their 
I quotations on their estimates of the costs that would be eventually estabiisli- 
I ed, and later on it is found that the costs were higher than expected and 
I therefore there was a certain loss, immediately an objection is raised as to 
i why it could not be realised earlier that the cost will be higher. Many ques- 
tions are raised about the propriety of the expenditure incurred by the 
* management, expenditure which may be really minor in character and may be 
: undertaken in good faith in the interest of the business, ^ 


I 1. For example, in one concern it was pointed out that the inspecting officer o; 
I the consumer department may not only test the final product but he may inspect ever^ 
1 operation and if he suspects some flaw at any stage he can bring about a halt to produc 
, tion until he is satisfied. Such interference can lead to considerable disturbance in th< 
I organisation of production. 

j l^T?® concern, for example, the management decided to pay for the transpon 

j and food of its employees for an annual excursion for the whole group of employees 
I Audit asked the concern to get a letter from the Labour Commissioner that such expen 
I diture was considered ne^sary fpr. good labour relations. In another concern ar 
I attempt was inade to absorb personnel retrenched from other government concerns as ar 
I assurance to this effect had been given by the Prime Minister and, in keeping with tht 
I spirit of the assurance, travelling allowance was paid for such persons as were called fo^ 
j interview and tests. Audit objected .tothi^ asinfructuous expenditure as some of thosi 
j persons were found to be unsuitable for this particular concern. 
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There is also the fact that there comes to be, a multiplicity of audit in i 
the case of many government, concerns. , There is an a.udit by the private | 
auditors apiminted by the , Government with the approval of the Comptrol- | 
ler and Auditor-General. There is^ an audit by the Director of Commercial I 
Audit on behalf of the Comptroller and Auditor-General and in the' case I 
of many government concerns when their main customers are government ; 
departments and the prices are fixed on a cost-plus basis" there is an audit i 
by the audit agency (another part of tlie organisation under the Comptroller | 
and Auditor-General) working- for the customer department or ministry. | 
Such multiplicity of audit can mean an unnecessary waste of time of^ the 1 
managerial personnel for answering the queries raised by these various i 
auditors. I 

It lias been pointed, .out by the Comptroller and Auditor-General | 
himself that audit should concern itself more with broad matters of achieve- ; 
ment and not with minor details. But somehow not much change of j 
approach seems to have yet permeated to the lower levels of the audit organi- ; 
satioii. Reliance on private auditors alone may be dangerous as these j 
auditors may not provide a really objective analysis of the financial manage- | 
ment of the concerns and this latter is important to satisfy the public and the : 
legislature that State enterprises are working properly. Attempts are being | 
made to build up specially trained staff in the audit organisations for the ; 
purpose of carrying out some sort of performance audit. i 

I 

9. LABOUR I 

In the case of projects in the public sector that were organised in the | 
period after independence there was considerable enthusiasm about the | 
provision of conditions of work and welfare for labour on a scale which would I 
be fitting with the idea of a Welfare State. The approach was that State 
enterprises should provide model conditions of work and living, provide good , 
opportunities for labour for increasing their knowledge and skills and thus | 
have avenues of promotion open to them and that when such facilities i 
are provided a new era in respect of industrial efficiency and industrial 
relations would thereby be opened. Chittaranjan Locomotive Works, 
one of the first projects to be planned and executed after independence, 
can be taken as an outstanding example where this approach has been 
attempted on a full scale. All the conditions of good life, both in regard to 
work and outside life, have been attempted to be provided for the employees 
at Chittaranjan. The workshops are well laid-out, with modern arrange- 
ments for proper lighting and ventilation; facilities like canteens have been 
provided in an up-to-date way; training facilities are provided not only for 
apprentices who are to be newly recruited but also for already-employed 
workers at different levels so as to enable them to improve their knowledge 
and skill; promotions are based on trade tests wdfich the employees can take 
with greater facility as a result of the training that they can receive; encourage- 
ment is given to workers through various types of awards to take interest 
in the concern ; and most important of all, excellent housing has been provided 
to most of the employees together with various welfare and other amenities 
of a model township. A visitor to Chittaranjan is considerably impressed 
by the .set of conditions of work and living that have been created there. 
Other new’ projects have made similar attempts though except in the case 
of the steel projects facilities on such a scale and for such a large number of 
employees have not been provided all at once in any other enterprise. There 
is an increasing tendency to provide housing" for the bulk of the employees 
and to provide this housing in model townships provided wnth various 
welfare and other urban, amenities. Cheap transport for workers who reside ; 
at long distances from the factory is organised wherever necessary as in 
the case of the Government of India concerns at Bangalore. Canteens, 

schools for children, dispensaries and hospitals, playgrounds and other sports 
facilities, all these are increasingly provided by most of the Central govern- 
ment concerns for the benefit of the employees and their families. It is 
true that enterprises established in the period before independence are rather , 
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NOTES ^ backward in, these matters. But an increasing attempt is be.ing made even 
i there to provide all such facilities.. The provision for. technical training is 
I an e,xtremely iin,portant part of the new approach ta,ken by management i,ii 
I State enterprises. In concerns like ' Chittaranjan, Hindustan Aircraft., 
j Hindustan Machine Tools, Perambur Coach Factory, ^ etc., elaborate train- 
I ing , facilities have been provided for various _ categories oi wo,rkers. The 
I iiewly^ constructed projects have another special advantage in building up 
I cordial relations with workers. Many of these projects require a large 
I proportion of skilled workers. Many of these workers are at least educated 
I up to the middle school stage and therefore they are better informed and 
more capable of increasing their skills and capacity and providing good 
I material for building up an efficient cadre of employees for the enterprise. 

As regards the conditions about wages and allowances, one cannot 
I say that the situation of the employees in State enterprises is in any way 
! specially difierent from that in private industry. Rates of wages and 
; allowances have naturally to be related to the rates prevalent for the parti- 
cular type of workers in a given area. Of course in some regions Govern- 
: meiit enterprises have created a demand for skilled labour which did not 
exist before and this has had an upward effect on the wage level in these 
I regions. Further, State enterprises have been more chary regarding dis- 
' missals and lay-offs even when such measures were found to be necessary 
in the interest of improving efficiency. For example, Hindustan Shipyard 
i and the Government-owned coal mines carried excess labour for a long time 
: before an agreement was arrived at with representatives of the workers about 
; the manner in which excess labour was to be reduced. 

: The Government also adopted it as a basic principle of policy to treat 

I workers as a partner rather than as a mere tool of production. Of course, 
this principle was a part of the general labour policy of the Government 
; applicable to all industry and not merely to the public sector but naturally 
i Government attempted to pursue this policy more definitely in the case of 
I enterprises directly under its control. Joint consultation is organised in 
I most of the enterprises. In some enterprises joint consultation is organised 
I at various levels there being generally a joint committee for the whole enter- 
; prise as well as a number of joint committees for different parts of the enter- 
I prise. The functions assigned to these committees are quite important as 
: illustrated by the functions of some of the joint committees given in Appendix 
i F. The assigning of such important functions to the joint committees 
indicates the seriousness with which the policy of joint consultation was 
attempted to be implemented. Moreover, in the last two years an attempt is 
i being made to establish joint councils of management in some units for the 
i purpose of implementing in a more effective way the idea of labour-manage- 
I nient cooperation. Such joint councils with’ wider functions have been 
' set up in a few enterprises in the public sector like Hindustan Machine Tools 
I and Hindustan Insecticides. Either through the recognised or unrecognised 
: trade unions or through the joint committees management makes an attempt 
to consult labour on a large number of matters. Wherever a scheme of 
payment by results has been adopted, it has been done only after consultation 
with labour. Workers’ representatives have been actively associated in 
many cases with the management of welfare facilities. The Chittaranjan 
Locomotive Works, for example, has set up a number of area committees 
; for the purpose of managing the township facilities and these work in cer- 
tain ways like “panchayats” in the various areas. There are instances where 
labour representatives are consulted even about matters like the allotment 
of housing. 

With such a policy what is the record regarding labour relations? 
Does it show that these enterprises have been able to establish better rela- 
tions with labour, managing to make labour a partner in national enter- 
prise? It is obviously difficult to generalise about a problem like this as the 
situation varies considerably from enterprise to enterprise. It may be men- 
; tioned that the actual record of labour relations as indicated by the statis- 
j tics of strikes and lock-outs is generally not bad. Active hostility has not 
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existed for any length^of time in any' enterprise. Of course, the situation : 
has been more difficult in the case of enterprises which have had to go through I 
difficult stages of transition as a result of unusual circumstances faced by : 
them. Special difficulties in the Hindustan Shipyard, Hindustan Aircraft and | 
the Government-owned coal mines can be ascribed .to some extent to such : 
peculiarities. But in the case of new projects especially it seems that the ; 
relations are tolerably good. There seems to be a genuine attempt at consulta- | 
tioii on the part of management and at cooperation on the part of employees | 
in concerns like Hindustan Machine Tools, Indian Telephone Industries, ! 
Perambur Coach Factory etc. | 

It is not however possible to say that with all the facilities provided | 
to workers there has been any remarkable change or improvement brought I 
about in state enterprises in the matter of labour relations. One indication i 
of the lack of success is the fact that formal recognition of trade unions | 
continues to be delayed as far as possible by the managements of many | 
State enterprises and recognition continues to be denied by important and | 
well established concerns like Chittaranjan Locomotive Works. The diffi- I 
culties fficed by the management in this matter are worth consideration. I 
Sometimes there is multiplicity of unions as happens to be the case in 
many Indian industries the Unions being affiliated to different political | 
parties. The leadership of the unions is many times provided by leaders ; 
of political parties, and sometimes that combined with the multiplicity of | 
unions leads to a sort of competition in irresponsibility. The pressure that i 
a recognised and tlierefore well-established union which is not very respon- ; 
sible ill its approach can bring to bear on management can make the 
task of building up efficiency in a new concern considerably difficult. An ; 
example illustrates the point. In one concern the trade union was recog- 
nised by the management at a verp early stage and since then the union 
has been consulted continuously on all important matters and various 
facilities have been given to the union to establish itself amongst workers. 
But even then while the management has had no active disputes on its ; 
hands, the union being on friendly terms with the management, manage- h 
ment has been still unable to enforce measures of rationalisation because ; 
of the union’s opposition. It is an automatically working chemical plant I 
and still quite a large number of unskilled workers are employed. This is ^ 
because the skilled workers refuse to do some of the related unskilled 
jobs as being below their skill and dignity and therefore a large number 
of helpers have to be employed who are idle most of the time. This means 
higher costs and lower efficiency. Management finds it difficult to change 
this position. In another case the management has refused to count- 
enance any union organisation and actually they have prevented any union 
activity from taking place in the township in which a large number of 
employees live. This has enabled the management to maintain good 
labour discipline, to prevent any unnecessary increase in the number of 
employees, to enforce proper labour norms on workers and thus to main- 
tain a high level of labour efficiency. It is obvious, therefore, that the 
problems faced by the management in this respect are not easy. It has been 
found that in most cases labour leadership is reluctant to cooperate in 
improving efficiency and promoting discipline. Even if they are convinced 
of the necessity for taking certain measures they will not support the 
management in such measures for fear of gettiiig unpopular. But with all 
these quite understandable reasons non-recognition of unions by an enter- 
prise owned and managed by a government which generally advocates the 
policy of lal:f)ur-management partnership is rather a bitter pill to swallow. 
Even^ in a case like Hindustan Machine Tools, where because from its in- 
ception labour-management relationship was good and therefore a joint 
management council was established, it has been recently reported that this 
experiment is not functioning very successfully. 

The labour explanation for this state of affairs seems to be that 
many times labour representatives on joint councils are "informed’ rather 
than "consulted’. This is especially so when the enterprise has a large 



NOTES ! number of unskilled or semi-skilled workers whose representatives are 
i many times not in a position to discuss with confidence the various 
i problems posed before the joint committees. An enterprise with a large 
i percentage of skilled and trained workers is in a better position to put 
forward its point of view on various problems I'eferred to joint consulta- 
tion bodies; and management also is quite willing in such cases to listen 
to them. One important difiiculty mentioned by labour leaders in the 
way of the successful working of the joint consultation machinery is that 
while the local management may agree with some of the suggestions made 
or demands put forward by workers it may not lie within their power to 
give effect to these. The matters may have to be referred to the directors 
or to the Government and the latter may not agree at all or if it 
agrees it may agree after a considerable amount of correspondence and 
' delay which leads to a feeling of frustration among the workers. Once 
; the workers’ representatives begin to feel that the local management is 
either non-cooperative or helpless in implementing the recommendations 
which on merits.it itself agrees to, they lose interest in the procedure 
of joint consultation. Such differences or diflSiculties have sometimes led 
: to joint committees being in abeyance in some of the concerns for long 
periods. 

Thus in spite of the various attempts made by the Government to 
create a new era in management-labour relations no remarkable success 
in this matter has been achieved by State enterprises, even by the newly 
I developed ones. One reason seems to be that the management as well as 
the Government take too much of a paternal attitude to the employees ; 
they are ready to provide good conditions of work and living but are 
not quite willing in practice to treat workers as mature and real partners 
in the enterprise. As mentioned above, there may be good grounds for 
I the fear and suspicion that the management and the Government have but 
i it is also obvious that such a paternal attitude is not always appreciated 
j by workers. The large economic and social gap that exists between the 
I managerial ‘personnel and the workers may also be partly responsible for 
I the feeling of hostility and suspicion that one many times finds. Of 
I course, attempts are being made to improve this situation. Chittaranjan 
I has made an attempt to reduce the social barriers that exist between 
different categories of personnel through mixing up in its township the 
housing provided for different categories of employees. Employees at 
different levels live in the same neighbourhood and this may remove at 
I least to a certain extent the social gap that exists. It is difficult to say 
i how far this has succeeded up to now but the experiment can certainly 
I be considered to be worthwhile. The general situation in the labour field 
itself is largely responsible for the difficulties in the way of building up a 
^ successful partnership. The multiplicity of unions, the policy of "affilia- 
tions to various political parties and the competition that is therefore 
; bound to exist among these unions, these make it very difficult for labour 
; leadership to assume a responsible role. The chief executive of one 
: important enterprise pointed out that getting the union leadership to 
cooperate in management may be dangerous; if they participate in 
management decisions they will have to take the odium for unpopular 
decisions and, as a result, may have to make way for more difficult and 
irresponsible leaders. He* therefore advocated that partnership should be 
; tried only at a later stage and at the present stage the relations with the 
union should be strictly on a collective bargaining basis, for coming to 
an agreement about the working conditions, wages, welfar* facilities etc. 

: This will ensure peace and perhaps some degree of cooperation though it 
may not mean partnership. But partnership anyway seems to be some 
way off. 
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A — List of Public Enterprises in the Manufactur- 
ing field. 

B — Companies Act, 1956, Sections 617 — 620. 

C — Articles of Association common to most of 
the Government Companies. 

D — Delegation of powers to the Chief Executive 

(1) Sindri Fertilisers and Chemicals Ltd. 
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(3) Hindustan Fertilisers and Chemicals Ltd. 

E — Statement of Financial Working of Some 
Major Industrial Public Enterprises. 
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G — ^Profit and Ad hoc bonus for 1957-58 in Some 
Public (Industrial) Enterprises. 
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Statement II — Particulars of Industrial Concerns owned jointly by Central and State Govts, 

Name of the Concern Year of Legal Status Remarks 

Establishment 
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Statement VI — {b) Particulars of Industrial Concerns owned by Government of Kerala, 
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Statement VI— (<i) Particulars of Industrial Concerns owned by Government of Mysore. 
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Indian Bobbin Co. Ltd. Feb. 1924 Public Ltd. Co. 

Indian Turpentine & Rosin Co. Ltd. Feb. 1924 Public Ltd. Co. 

Government Cement Factory Sept. 1954 Departmental Went into production in Sept. ’54. 

Government Precision Instruments Factory 1950 Departmental Went into production in 1952. 
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i APPENDIX B 

The Companies Act^ 1956, Fart XIII, Sections 6 17 •‘620 

\ APPLICATION OF ACT TO GOVERNMENT 

COMPANIES 

i 617. Definition of “Government Company”.— For the purposes of 
: sections 618, 619 and 620, Government company means any company in 
! which not less than fifty-one per cent of the share capital is held by the 
I Central Government, or by any State Government or Governments, or partly 
I by the Central Government and partly by one or more State Governments. 

618. Future Government companies not to have managing agents. — 
j (1) No Government company formed after the commencement of this Act 
i shall appoint a managing agent. 

j 619. Application of sections 224 to 233 to Government companies.— 

I (1) In the case of a Government company, the following provisions shall 
apply, notwithstanding anything contained in sections 224 to 233. 

(2) The auditor of a Government company shall be appointed or re- 
appointed by the Central Government on the advice of the Comptroller and 
Auditor-General of India. 

(3) The Comptroller and Auditor-General of India shall have power- 
ed?) to direct the manner in which the company’s accounts shall 

be audited by the auditor appointed in pursuance of sub- 
i section (2) and to give such auditor instructions in regard to 

I any matter relating to the performance of his functions as 

I such; 

I (h) to conduct a supplementary or test audit of the company’s 

I accounts by such person or persons as he may authorise in 

this behalf; and for the purposes of such audit, to require 
I information or additional information to be furnished to any 

person or persons so authorised, on such matters, by such 
person or persons, and in such form, as the Comptroller and 
Auditor-General may, by general or special order, direct. 

(4) The auditor aforesaid shall submit a copy of his audit report 
I to the Comptroller and Auditor-General of India who shall have the right to 
I comment upon, or supplement , the audit report in such manner as he may 
I think fit ' 

I ■ ■ ■ 

(5) Any such comments upon, or supplement to, the audit report 
shall be placed before the annual general meeting of the company at the 
same time and in the same manner as the audit report. 

I ' 620. Power to modify Act in relation to Government companies. — 

i (1) The Central Government may, by notification, in the Official Gazette, 


NOTES 


direct that any of the provisions of this Act (other than sections 618, 619 j 
and 639) specified in the notification : i 

{a) shall not apply to any Government company; or I 

(b) shall apply to any Government company, only with such | 
exceptions, modifications and adaptations, as may be specified j 
in the notification. | 

(2) A copy of every notification proposed to be issued under sub- | 
section (1) shall be laid in draft before both Houses of Parliament for a i 
period of not less than thirty days while they are in session and if within i 
that period, either House disapproves of the issue of the notification^ or | 
approves of such issue only with modifications, the notification shall not be ! 
issued or, as the case may require, shall be issued only with such modifica-^ i 
tions as may be agreed on by both the Houses. i 
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APPENDIX C 

I Articles of Association common to many of the 

i Government companies 

I ■ ■ 

; I. DIRECTORS 

I * 

; NUMBER 

The President shall, from time to time, determine in writing the number 
of Directors which shall not be less than two. 

I QUALIFICATIONS 

I The Directors are not required to hold any qualification shares. 

: APPOINTMENT, REMOVAL & FRESH APPOINTMENTS 

I The Directors shall be appointed by the President. 

I The President shall have the power to remove any Director from office 
I at any time in his absolute discretion. 

Any vacancy in the office of a Director caused by retirement, removal, 
resignation, death or otherwise shall be filled by the President by fresh 
appointment. 

REMUNERATION 

The Directors shall be paid such salary and/or allowances as the Presi- 
dent may, from time to time, determine. 

II. CHAIRMAN OF THE BOARD OF DIRECTORS 
: APPOINTMENT, REMOVAL, ETC. 

I The President may nominate a Director as Chairman of the Directors’ 
meetings and determine the period for which he is to hold office. If no such 
Chairman is nominated or if at any meeting, the Chairman is not present 
; within 5 minutes after the time for holding the same, the Directors present 
may choose one of their members to be Chairman of the meeting. 

I The President shall have the poiiier to remove the Chairman from 
I office at any time in his absolute discretion and make fresh appointment. 

i III. MANAGING DIRECTOR 

I APPOINTMENT, REMOVAL, REMUNERATION POWERS, ETC. 

I The President may appoint one of the Directors to be the Managing 
I Director, who shall be a whole-time employee of the company or a Board of 
Management consisting of two or more Directors for the conduct and super- 
vision of the Board of Directors. 

The President shall have the power to remove the Managing Director 
i from office at any time in his absolute discretion. 
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■ The Managing Director shall be paid such salary and allowances as 
may be fixed by the President. ■ 

The Managing Director or the Board of Management so appointed 
may ^ be authorised, by the Board to exercise such powers and discretion in 
relation to the affairs of the company as are specifically delegated to him./it 
by the Board and are not required to be done by the Board of Directors of 
the company at the general meeting under the Companies Act, 

IV. APPOINTMENT OF THE REPRESENTATIVE OF THE PRESIDENT 

(i) The President^ so long as he is the shareholder of the company, 
may from time to time, appoint one or more persons (who need not be a 
member or members of the company) to represent him at all or any meetings 
of the company. 

(if) Any one of the persons appointed under (/) above who is personal- 
ly present at the meeting shall be deemed to be a member entitled to vote and 
be present in person and shall be entitled to represent the President at all 
or any such meetings and to vote on his behalf whether on a show of hands 
or Oil a poll; 

(in) The President may from time to time, cancel any appointment 
made under (i) above and make fresh appointments; 

(iv) The production at the meeting of an order of the President evi- 
denced as provided in the Constitution of India shall be accepted by the 

* company as sufficient evidence of any such appointment or cancellation; 

(v) Any person so appointed by the President may, if so authorised by 
such order, appoint a proxy whether specially or generally. 

V. APPOINTMENT OF SENIOR EXECUTIVES 

No appointment the maximum pay of which is Rs. 2,000 or more per 
mensem shall be made without the prior approval of the President. 

VL EXECUTION OF CAPITAL WORKS 

The undertaking of works of a capital nature involving an expenditure 
exceeding Rs. 10,00,000 shall be referred to the President for his approval 
before authorisation. 

VII. MATTERS RELATING TO THE SHARE CAPITAL ETC. 

It is necessary for the Boaid of Directors to obtain the prior approval 
of the President in the following matters : 

INCREASE OF THE SHARE CAPITAL 

(i) to increase the share capital of the company by such sum to 
be divided into shares of such amount as the Resolution shall 
prescribe; 

TO BORROW OR SECURE THE PAYMENT OF MONEY 

(ii) to borrow or secure the payment of any sum or sums of 
money for the purposes of the company, subject to the provi- 
sions of Section 292 of the Indian Companies Act; 

■■ TO SECURE REPAYMENT 

(ill) to secure the repayment of such moneys in such manner 
and upon such terms and conditions in all respects as the 
Directors may think fit and in particular by the issue of 
bonds, perpetual or redeemable debentures or debenture 
stock or any mortgage, charge or other security on the under- 
taking of the full or any part of the ppperty of the company 
(both present and future) including its uncalled capital for 
the time being; 
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NOTES ; SUB-DmsiON OF CONSOLIDATION OF shares 

^ (/v) to sub-divide or consolidate its shares or any ot them and 

exercise any of the other powers conferred by Section 94 of 
the Indian Companies Act; 

TO ISSUE BONDS. DEBENTURES, DEBENTURE STOCK, ETC. 

(v) to issue any debentures, debenture stock, bonds or other 
securities at a discount, premium or otherwise and with 
any special privileges as to redemption, surrender, drawings, 

: allotment of shares, appointment of Directors and other- 

I wise; 

i ISSUE OF NEW SHARES 

*(v/) to issue new shares under specified terms and conditions 
and specified rights and privileges; 

; REDUCTION OF THE CAPITAL 

i *(v/i) to reduce the capital of the company by paying off capital 

I or cancelling capital which has been lost or is unrepresented 

! by available assets or is superfluous or by reducing the liabi- 

I lity on the shares or otheiwise as may seem expedient; 

I TO INVEST MONEYS 

I (viii) to invest moneys in securities. 

i VIII. MATTERS RELATING TO APPROPRIATION OF PROFITS 

I It is necessary for the Board of Directors to obtain the prior approval 
i of the President in the following matters; 

I TO GIVE COMMISSION 

: (0 to give to any person employed by the company a com- ' 

\ mission on the profits of any particular business transaction 

I or a share in the general profits of the company; 

I TO SET ASIDE PROFITS FOR PENSION, GRATUITIES OR PROVIDENT FUNDS, ETC. 

I ■ ■ ■ 

(ii) to set aside (before declaring any dividend) such portions 
of the profits of the company as the Board of Directors 
may think fit, to form a fund to provide for such pensions, 
gratuities or compensations or to create any provident or 
I benefit fund in such manner as the Directors may deem fit; 

j TO SET ASIDE PROFITS FOR RESERVE FUND, ETC. 

i to set aside, out of the profits of the company (before 

j recommending any dividend) such sums as the Directors 

I think proper as a Reserve Fund to meet contingencies or for 

equalising dividends or for repairing, improving and main- 
taining any of the property of the company and for such 
other purposes as the Directors shall in their absolirte dis- 
I cretion think conducive to the interests of the company; 

i and invest the several sums so set aside upon such invest- 

ments (other than shares of the company) as the Directors 
may think fit; from time to. time deal with and vary such 
i investments; and dispose of all or any part thereof for 

; the benefit of the company; divide the Reserve Funds 

into such special funds as they think fit; and employ the 
i reserve funds or any part thereof in the business of the com- 

I pany, and that without being bound to keep the same sepa- 

I rate from the other assets; 

DIVISION OF PROFITS 

(iv) to divide the profits of the company among the members 
I in proportion to the amount of capital held by them subject 
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NOTES 



to th6 conditions specified in the Articles of Association of i 
the company. . i 

^ Note'. The powers of the Board of Directors in respect of these items I 
are subject only to any directives issued from time to time | 
by the President. The approval of the President is not obli- I 
gatory in these cases. I 

IX. AUDIT i 

I 

(i) By the Company’s Auditors — Once at least in every year, the | 

accounts of the company shall be examined and the correctness of the Profit 

and Loss Account and the Balance Sheet ascertained by one or more auditors. I 

The Auditor of the company shall be appointed or reappointed by i 
the Central Government on the advice of the Comptroller and Auditor- 
General of India. 

(n) By the Comptroller and Auditor-General and his powers — 
(Section 619 of the Companies Act). 

“The Comptroller and Auditor-General of India shall have power : 

(a) to direct the manner in which the company’s accounts shall 
be audited by the auditor appointed in pursuance of sub- 
section (2) (of Section 619 of the Companies Act) and to 

give such auditor instructions in regard to any matter relat- 
ing to the performance of his functions as such; 

{b) to conduct a supplementary or test audit of the company’s 
accounts by such person or persons as he may authorise in 
this behalf; and for the purpose of such audit, to require 
information or additional information to be furnished to 
any person or persons so authorised, on such matters, by such 
person or persons, and in such form, as the Comptroller and 
Auditor-General may, by general or special order, direct. 

The auditor aforesaid shall submit a copy of his audit report to the 
Comptroller and Auditor-General of India who shall have the right to 
comment upon, or supplement, the audit report in such manner as he may 
think fit. 

Any such comments upon, or supplement to, the audit report shall be 
placed before the annual general meeting of the company at the same time 
and in the same manner as the audit report.’’ 

X. ACCOUNTABILITY TO PARLIAMENT : (Section 639 of the Companies Act) 

“In addition to the general annual report referred to in section 638 
(of the Companies Act) the Central Government shall cause an annual 
report on the working and affairs of each Government company to be pre- 
pared and laid before both Houses of Parhament, together with a copy 
of the audit report and any comments upon, or supplement to, the audit 
report, made by the Comptroller and Auditor-General of India. 

Where any State Government is a member of a Government company, 
the annual report on the working and affairs of the company, the audit 
report, and the comments upon .or supplement to the audit report referred 
to in sub-section (1) (of Section 639 of the Companies Act), shall be placed 
by the State Government before the State Legislature or where the State 
Legislature has two Houses, before both Houses of that Legislature.” 

XL OTHER SPECIAL POWERS OF THE president/government OF INDIA 

Notwithstanding anything contained in any of the articles of Associa- 
tion, the President may from time to time issue such directives as he may 
consider necessary in regard to the conduct of the business of a company 
or Directors thereof and in like manner may vary and annul any such 
directive. The Directors shall give immediate effect to directives so issued. 
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APPENDIX D 


Delegation of Powers to the Chief Executive 
(Position as in 1958-59) 

L SINDRI FERTILISERS AND CHEMICALS LTD. 

CONSOLIDATED LIST OF POWERS DELEGATED BY 

THE BOARD TO MANAGING DIRECTOR FROM 
TIME TO TIME 

1. Subject to such specific restrictions as are hereinafter prescribed, 
power to sanction expenditure and authorise disbursements within the 
allocations made for specific purposes in the approved budget. 

Note : The delegation is subject to the stipulation that at each 
meeting of the Board a statement should be put up show- 
ing all items of non-recurring expenditure exceeding 
Rs., 10,000 sanctioned by the Managing Director since 
the date of the preceding meeting. 

2. Within the power to sanction expenditure delegated under (1) 

(a) Power to enter into and" execute contracts for the procure- 
ment of stores and materials, plant and machinery or for 
other purposes subject to a statement being submitted to the 
Board subsequently of each such individual item which 
exceeds a lakh of rupees. 

N.B. The financial limit of one lakh of rupees will not be operative 
in regard to contracts for the procurement of the principal 
raw materials namely, coal, coke and gypsum. 

{b) Power to enhance contract rates in suitable cases up to a 
limit of 10 per cent. 

3. Subject to such rules as may be approved by the Board, power to 
fix hire charges for factory plant and machinery taking into account such 
relevant factors as market rates, the life of the plant and machinery, interest 
charges, operational cost etc. 

4. Subject to budget provision and availability of funds, power to 
sanction creation of temporary posts of not more than one year’s duration 
on a salary not exceeding Rs. 500 per month. 

5. Power to select and appoint on the advice of appropriate selection 
committees to be constituted by the Managing Director all staff against 
sanctioned posts of which the maximum pay does not exceed Rs. 1,000 
per month. 

Note I : It will not be essential to constitute selection committees 
for the recruitment of daily-rated staff or monthly-rated 



staff whose maximum ' basic salary does not exceed | 

' Rs. 50 per month. I 

Note 2: (!) So long as the Fundamental rules remain applicable, the : 

Managing Director will be competent to fix the initial I 
pay of a selected candidate at any stage of the sanction- i 
ed time scale higher than the minimum in regard to any 
post which he is empowered by these delegations to | 

create. I 

! 

(U) In regard to posts carrying ■ a maximum pay of more | 
than Rs. 1,000 the final selection of their incumbents | 
will rest with the Board and it will be for the Board to | 
allow in suitable cases such advance increments as the | 
Board may in its discretion consider necessary. i 

(!!!) In regard to appointments not covered by (/) and (!!) | 
the Managing Director will, in the initial selection of a | 
direct recruit have the authority to allow in his discretion | 
not more than five advance increments where the grant ^ 
of such advance increments may be jiecessary for secur- | 
ing the services of a suitable candidate. 

6. Power of a Controlling Officer in respect of the Managing Director’s | 

own travelling bills and those of all personnel under his administrative | 
control. I 

7. Power to write off losses of company funds lost by fraud, neglect ; 
etc., up to Rs. 1,000 and to write off irrecoverable value of stores lost by | 
fraud or negligence of individuals or other causes up to Rs. 5,000 in any j 
individual case subject to submission of quarterly statements of write off. | 

8. Power to waive compensation for loss due to failure of a contractor ; 

in all cases where the Managing Director is competent to enter into contract i 
by virtue of the delegation made to him under item (2). I 

9. Power to grant exemption from the lodging of security deposits in | 

favour of large and reliable firms and individual contractors. | 

10. Power to order reappropriation of building, that is, the use of a i 
group of buildings or a building or a portion thereof for any purpose other I 
than that for which it was constructed. 

Note : All orders of reappropriation passed by the Managing 
Director will be put up at a meeting of the Board at the 
earliest opportunity. 

11. Power to order demolition of buildings or sale of buildings for 
demolition provided the estimated value of any particular building does not 
exceed 1 lakh of rupees. 

Note : All orders passed by the Managing Director for demolition 
of buildings or sale of buildings for demolition should be 
put up at a meeting of the Board at the earliest opportunity. 

12. Power to classify factory quarters as suitable for one or more 
■individuals' or specified' ranks. , 

13. Power to sanction reduction or remission of rents. 

(i) for buildings rendered wholly or partially unsuitable; 

(it) of factory buildings occupied by private individuals or 
charitable institutions. 

Note : This power covers the power to reduce or remit rents for 
services, such as, water, electricity, furniture etc. 

14. Power to sanction petty ex-gratia payments of a non-recurring 
nature or rewards not exceeding Rs. 500 in any individual case subject to a 
total limit of Rs, 10,000 in any financial year. 
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! , 15. Power to sanction advances of travelling allowaiice in respect 

I of " the Managing Director’s own tours and the tours ' of all staff under his 
I administrative control on official duty. 

: 16. Power to sanction bicycle allowance not exceeding, Rs. , 3 

: per month to all staff under the Managing Director’s administrative control 
i drawing a pay of not more than Rs. 300 per month. 

, i 1 7. Power to fix rates of rent for shops for business premises ; and for 
I Government quarters occupied by private individuals or contractors employ- 
: ed on the Fertilizer Factory subject to the condition that in no case should 
: the rent fixed be less than the standard rent of the concerned building 
! calculated in accordance with Fundamental Rule 45 A. 

I 18. Power to execute contracts, deeds, instruments and assurances of 
! property and in particular: 

(i) all service agreements; 

(//) security bonds for the due performance of their duties by 
company servants; and 

(///) leases of houses, lands or other immovable property. 

Note : This power will cover power to auction ferry ghats, trees 
fishing tanks, grass, gravel, weekly markets etc. 

19. Power to sanction, subject to an annual limit of Rs. 20,000, 
payment of travelling allowances at suitable rates in favour of non- 
officials, for example journalists, press representatives, candidates for inter- 

j view, etc. 

20. All powers of a head of a department under the Fundamental 
cum Supplementary Rules, the General Financial Rules and General Provi- 

I dent Fund Rules and the Contributory Provident Fund Rules so long as 
j these rules remain applicable to the Fertilizer Factory organisation. 

I 21. Power to institute, conduct and defend any legal proceedings by 
! or against the company or its officers or otherwise concerning the affairs 
I of the Company. 

: 22. Power to refer any claim or demands by or against the Company 

I to arbitration, and observe and perform the awards. 

23. Power to make and give receipts, releases, and other discharges 
^ fqr money payable to the Company and for the claims and demands of the 
I Company. 

24. Powers to suspend, pending investigation of charges, any employee 
j of the company. Power to discharge or dismiss any employee drawing a 
^ basic pay of not more than Rs. 500 per month on departmental proceed- 
: ings. Power to take any disciplinary action, short of an order of discharge 

or dismissal, against any employee drawing a basic salary of over Rs. 500 
[ per month. 

! 25. Power to abolish any temporary post. 

26. Power to terminate the services of any employee of the Company 
j drawing a basic salary of more than Rs. 1,000 per month in accordance 
I with the terms of his contract. 

I 27. It was decided by the Board that the power to sub-delegate should 
be in respect of certain specific delegations made to the Managing Director. 
(The Managing Director was accordingly requested to put up a list of the 
delegated powers which he thinks he will have to sub-delegate to his sub- 
ordinate officers.) 

28. Powers to grant conveyance allowance to the Officers and staff on 
the approved scales. 

I 29. Powers to decide question of leave to be earned by an employee 
! while on deputation abroad in the interest of the Company, 
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30. Powers to decide cases of .reimbursement to an employee of ex- ] 

'peiises incurred towards' his own T.A. and consultation fees paid to a ! 
private doctor for obtaining specialised treatment on being referred to by the | 
competent medical officer of the Company. I 

31. Power to make officiating appointment against leave vacancy | 

on the minimum of the scale of pay.' i 

32. Power, at his discretion, to defend in suitable cases employees in | 

the court of law whenever they are entangled unnecessarily while serving the | 
Company’s interest and to incur expenditure connected thereto. 'i 

33. Power to fix hire charges of vehicles, sanction reduction or remis- 
sion where necessary. ■ 

34. Power to sanction grants-in-aid recurring and/or non-recurring 
to cultural and charitable local institutions. This power is delegated for a 
period of one year in the first instance. 

35. Powers to decide enrolment of SFCL as member in institutions j 
such as I.S.S.I. and others and to decide the amount of annual contributions. | 

36. Power to enter into and execute contracts for the procurement of 
stores and materials, plants and machinery or for other purposes subject 
to a statement being submitted to the Board subsequently of each such 
individual item which exceeds a lakh of rupees. 

37. Power to sanction free treatment of non-entitled persons, whose 
monthly income does not exceed Rs. 100 irrespective of the fact whether 
they are relations of project officials or not be vested in the Managing 
Director. 

i 

(2) NATIONAL INSTRUMENTS (PRIVATE) LTD. 

Powers of the General Manager. 

1, (i) Subject to such specific restrictions as are hereinafter prescribed, 

power to sanction expenditure and authorise disbursements | 
within the allocations made for specific purposes in the I 
approved budget. I 

Note : The delegation is subject to the stipulation that at each meet- 
ing of the Board a statement should be put showing all items 
of non-recurring expenditure exceeding Rs. 1,000 sanctioned 
by the General Manager since the date of the preceding 
meeting. 

{ii) {a) Except for individual items of capital expenditure of consider- 
able value for which specific sanction of the Board of Direc- 
tors should be obtained the General Manager will be erapow- 
ered to sanction expenditure for minor (petty) capital works 
of a value not exceeding Rs. 2,000 provided such sanctil)n 
does not result in an increase in the sanctioned overall capital 
budget. In the case of capital expenditure sanctioned by the 
Board (item-wise), the General Manager will have powers to 
sanction expenditure up to a limit of 10 % in excess of the ! 
original estimates, provided the overall expenditure under the | 

. capital head does not exceed the budgetted amount. j 

{b) Repairs to plant machinery/building amounting to more 
than Rs, 2,500 in each case (/.e. major repairs) will require 
the sanction of the Board of Directors. i 

2. Within the power to sanction expenditure delegated under para 1: I 

(^ 2 ) Power to enter into and execute contracts for the procure- 
ment of stores and materials, plant and machinery or for : 
other purposes, provided open competitive tenders are invited ; 
and the lowest offer is accepted. 
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i N.B. 1. The GeneraT Manager will have powers to the extent 

of Rs. 10,000 only, in each case, if open competitive 

» tenders are not, for any reason, invited and/or the lowest 

tender is not accepted. 

2 . A list of firms will be approved by the Chairman and the 
Manager, in respect of supply of major items of stores 
and materials not procured through the DGS&D or 
the DGISD, London, from time to time. Invitation 
to tender from such firms will be deemed as open compe- 
titive tenders for the purpose of the above rule. 

(h) The General Manager will have powers to enhance contract 

I rates in suitable cases up to a limit of 10% in consultation 

I with the Chairman. 

I (c) “The General Manager shall have powers to sell any goods 

or articles manufactured or produced by the Company. 
He will also sell any surplus raw materials, equipments, tools, 
machinery etc. not required by the Company, with the 
approval of the Executive Committee of the Board of 
Directors”. 

3. The General Manager will have powers to create non-gazetted 
posts up to Rs. 350 p.m. on Government of India prescribed pay scales 
subject to budgetary provision. 

4. The General Manager will have powers to appoint on the advice 
of the appropriate Selection Committee set up by the Chairman all staff 
against sanctioned posts subject to the following limits : 

(i) In the non-industrial establishment, all posts the maximum 
pay of which does not exceed Rs. 220 per mensem; 

(li) In the industrial establishment, all posts the maximum pay of 
which does not exceed Rs. 185 p.m. 

JVote : It will not be essential to constitute a Selection Com- 
mittee for the recruitment of the daily-rated staff 
whose maximum basic salary does not exceed 
Rs. 50 p.m. 

5. (j) Power of a cpntrollinjg officer in respect of the General 

Manager’s own travelling allowance bills and those of all 
personnel under his administrative control. 

(ii) Power to sanction air travel in the interests of service to 
officers under his control. 

6. Power to waive compensation for loss due to failure of a con- 
tractor in all cases where the General Manager is competent to enter into 
contract by virtue of the delegations made to him under para 2. 

f 7. Power to order reapprppriation of buildings, that is, the use of a 
group of buildings or a building or a portion thereof for any purpose other 
than that for which it was constructed. 

8. The General Manager will have powers to classify quarters or 
parts thereof as suitable for specific grades of staff and approve the scale of 
accommodation of officers and the staff of the company. 

9. Power to sanction, reduction or remission of rents; 

O') for buildings rendered wholly or partially unsuitable; 

(ii) for buildings occupied by charitable institutions or welfare 
institutions or recognised clubs; 

(Hi) for shops or business premises constructed for the benefit of 
the residents of the National Instruments (P) Ltd. 

JVoie : This power covers the power to reduce or remit rents 
for Services, such as water, electricity, furniture etc. 
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. 10 . Power to sanction advances of travelling- allowances in respect of ! , 
the General Manager’s, own tours and the tours of all staff under his adminis- i 
trative control on official duty. .. 1 

IL (i) Power to sanction advances to employees for, the purchases 
of cycles in accordance with the Central Government rules 
on the subject; 

(if) Power to sanction bicycle allowance not exceeding Rs. 3 
per month to all staff under the General Manager’s adminis- 
* trative control drawing a pay not more than Rs. 300. 

12 . Power to execute contracts, deeds, instruments and assurance 
of property' in respect of : 

(f) all service agreements; 

(if) security bonds for the due performance of their duties by 
Company servants; and 

(iff) Leases of houses, lands or other immovable property. j 

13. Power to incur expenditure subject to an annual limit of Rs. 1,000 
ill connection with the visits of important non-officials. 

14. The General Manager will have all powers of the Head of a 
Department under the Fundamental cum Supplementary Rules, the General 
Financial Rules and General Provident Fund Rules and the Contributory 
Provident Fund Rules so long as these rules remain applicable to the Nation- 
al Instruments (Private) Ltd. 

15. Power to institute, conduct and defend any legal proceedings by 
or against the Company or its officers or otherwise concerning the affairs of 
the Company. 

16. Power to make and give receipts, releases, and other discharges 
for money payable to the Company and for the claims and demands of the 
Company. 

17. (i) Power to suspend, pending investigation of charges, any 

employee of the Company. | 

(if) Power to discharge or dismiss any employee drawing a pay in I 
the scale maximum of which does not exceed Rs. 350 in the | 
case of non-industrial establishment and Rs. 185 in the case j 
of industrial establishment. | 

(f/i) Power to take any disciplinary action, short of an order of | 
discharge or dismissal, against any employee not covered by | 
(if) above. j 

Note : The Chairman will be the appellate authority for | 
these cases. . | 

18. Power to abolish any post which the General Manager is empower- | 

ed to create, vide para 4. | 

19. Power to terminate the services of any employee of the Company I 

in accordance with the terms of hisxontract. | 

(Authority : Approved by the Board of Directors at the Second | 
Meeting held on 31st August ’57 at New Delhi). j 

III. LIST OF POWERS DELEGATED TO THE MANAGING DIRECTOR, NANGAL, | 
BY THE BOARD, HINDUSTAN FERTILISERS AND CHEMICALS LTD. j 

1 . Subject to such specific restrictions as are hereinafter prescribed, j 
power to sanction expenditure and authorise disbursement within the alloca- ^ 
tions made for specific purposes in the approved budget. ; 

Note: The delegation is subject to the stipulation that at each j 
meeting of the Board a statement should be put up show- 
ing alt items of non-recurring expenditure exceeding , 
Rs. 10,000 sanctioned by the Managing Director since i 
the date of the preceding meeting, j 
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: ' 2. Within the power to sanction expenditure delegated undet para 1 1 

(a)- power to enter into and execute contracts for the procurement 
of stores and materials, other than plant and machinery the 
Board subsequently of each such individual item as exceeds 
a lakh of rupees; • 

(h) power to enter into and execute contracts for the procurement 

I of plant and machinery of which the cost does not exceed 

one lakh of rupees for any individual item ; 

Note : The delegation in sub-para (I?) is subject to the coiimtion 
: that a statement shall be submitted to the Board at the 

earliest opportunity of each such individual item as 
I exceeds ten thousand rupees. 

; (c) power to enhance contract rates up to a limit of 10 per cent 

in cases where the Managing Director is competent to enter 
into contracts under sub-paras (a) and (b). The reasons for 
I enhancement should be recorded in writing in every case; 

(d) power to accept a tender other than the lowest provided 
I that the reasons for not accepting the lowest tender shall be 

1 recorded in writing. 

3. Power to incur expenditure in emergent circumstances: 

(i) on objects for which there is no specific provision in the 

i approved budget, or 

I (it) in excess of allocations for specific purposes in the approved 

I budget, 

provided that the total budget is not exceeded. A statement 
of ail sanctions issued under this paragraph shall be submit- 
ted to the Board at the earliest opportunity. 

I 4. Subject to budget provision and availability of funds, power to 
create temporary posts on a salary not exceeding Rs. SCK) per month for a 
! period of not more than one year, and to extend their duration for further 
periods so as, however, not to exceed a total duration of more than two 
I years for any temporary post. 

Note : A six-monthly statement of all posts created under this 
I delegated power shall be submitted to the Board. 

5. Power to select and appoint, on the advice of appropriate selec- 
tion committees to be constituted by the Managing Director, all staff against 
sanctioned posts of which the maximum pay does not exceed Rs. 1,000 
per month. 

I Note 1 ; It will not be essential to constitute selection committees 

I for the recruitment of daily-rated staff or monthly-rated 

j staff whose maximum basic salary does not exceed 

Rs. 50 per month. 

I Note 2 : (i) The Managing Director will be competent to fix the 

I initialpay of a selected candidate at any stage of the 

f sanctioned time, scale higher than the minimum in 

regard to any post which he is empowered by these 
delegations to create. 

(n) The final selection of incumbents of post carrying 
i a maximum pay of more than Rs. 1,000 will rest 

I with the Board and it will be for the Board to allow 

! in suitable cases such advance increments as the 

Board may in its discretion consider necessary. 

(Ui) In regard to appointments not covered by (?) and 
(u) the Managing Director will, in the initial selection 
of a direct recruit, have the authority to allow in his 
I discretion not more than five advance increments in 

I any case where the grant of such advance increments 

I may be necessary for securing the services of a suit- 

1 able candidate. 
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'' ■-6." Power .to' make officiating .appoint leave vacancies 

and fix officiating salaries in accordance, with such rules as may he applicable 
from time to time. • , 

" 7. Power of a Controlling Officer. in respect of the Managing Direc- 
tor’s own travelling allowance bills and those of all personnel under his ad- 
ministrative control. 

8. Power to sanction advances of travelling allowance in respect of 
the Managing Director’s own tours and the tours of all staff under his admi- 
nistrative control on official duty. 

9. Power to grant advances to staff for the purchase of conveyance 
subject to budget provision and such rules as may be applicable from time to 

time. ' ■ . 

10. Power to reimburse to an employee expenses incurred by him in 
obtaining specialist medical help in India with the specific approval in writing i 
of an authorised medical officer of the company including his journey ex- | 
penses and such consultation fees as may be paid to a private doctor. 

11. Power to grant conveyance allowances to officers and staff on 
such scales as may be approved by the Board. 

12. Power to sanction bicycle allowances not exceeding Rs. 3 per 
month to all staff under the Managing Director’s administrative control 
drawing a pay of not more than Rs. 300 per month. 

13. Power to suspend, punish, discharge or dismiss any employee of 

the Company for good and sufficient reasons and on departmental pro- | 
ceedings. All cases of discharge or dismissal or personnel drawing more | 
than Rs. 1,000 per month as a salary should be reported by the Managing j 
Director or to the Board for infoimation. 1 

14. Power to terminate the services of any employee of the Company I 

in accordance with the terms of his contract. j 

15. Power to abolish any temporary post. 

16. Power to decide any question of leave to be earned by an employee 
while on deputation abroad in the interest of the Company. 

17. Power to declare stores as surplus or imserrideable. Power to I 

order the disposal of stores so declared if their book talue does not exceed : 
ten thousand rupees. ■ I 

18. Power to sell stores to private parties for full value plus a fair I 
addition for handling and storage charges, if incurred. In suitable cases i 
Managing Director would be competent to waive or reduce handling and ; 
storage charges. 

19. Power to waive compensation for loss due to the failure of a con- 
tractor in all cases where the Managing Director is competent to enter into 
contracts by virtue of the delegation made to him under para 2. 

20. Power to order reappropriation of buildings, that is, the use of 
a group of buildings or a building or a portion thereof for any purpose other 
than that for which they/it were/was constructed. 

Note: All orders of reappropriation passed by the Managing 
Director shall be put at a meeting of the Board at" the 
earliest opportunity, 

21. Power to order demolition of temporary structures or their sale 
for demolition* 

22. Power to classify factory quarters as suitable for one or more 
individuals of specified ranks. 
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I 23. ' Powr to sanction reductioii 01* reinlssioii: of rents; (inclusive oi 
: rents for service installations) of bnildings: 

(i) rendered wholly or partially unsiiitable; or ' 

I (ii) occiipied by charitable or religious or educational institutions.. 

I 24. Power to rent, during the construction period, acccmmodation 
I for all purposes other than purposes of residential accommodation. 

25. Power to sanction petty ex-gratia payments ;of a non-recurring 
^ nature not exceeding Rs. 500 in any individual case subject to a total limit 

of Rs. 10,000 in any financial year. 

26. ' Power to fix rates of rent for shops or business premises; and rent 
for Company quarters occupied by private individuals or contractors em- 
ployed on the work of the Company subject to the condition that in no case 

I should the rent fixed be less than the standard rent of the concerned building 
: calculated in accordance with Fundamental Rule 45B. 

27. Power to fix hire charges for mobile equipment and machinery. 

28. Power to fix hire charges of vehicles and sanction reduction or 
remission where necessary. 

29. Power to execute contracts, deeds, instruments and assurances 
; of property and in particular: 

(/) all service agreements; 

(ii) security bonds for the due performance of their duties by 
Company servants; and 

i (Ui) leases of houses, lands or other immovable property. 

Note : This power will cover power to sanction ferry ghats, 
trees, fishing tanks, grass, gravel, weekly markets, etc. etc. 

30. Power to sanction, subject to an annual limit of Rs. 20,000, 

I payment of travelling allowances as suitable rates in favour of experts, 

I consultants, candidates for interview, etc. 

I , , , 

! 31. Power to sanction on recurring grants to cultural and charitable 

i local institutions not exceeding Rs. 2,000 per year. 

; 32. All powers of a head of a department under the Fundamental 

: cum Supplementary Rules, the General Financial Rules and General Provi- 
I dent Fund Rules and the Contribution Fund Rules so long as these rules 
I remain applicable to the Company. 

I Note: This delegation is without prejudice to any of the specific 

delegations made to the Managing Director. 

33. Power to institute, conduct and defend any legal proceedings by 
: or against the Company or its officers in connection with the affairs of the 
i Company. 

34. Power to refer any claim or demands not exceeding Rs. 25,000 
(other than one arising out of an industrial dispute) by or against the Com- 
pany to arbitration, and observe and perform the awards. 

I 35. Power to make and give receipts, releases, and other discharges 
for money payable to the Company and for the claim and demands of the 
Company. 

I 36. Power to sub-delegate to subordinate officers specific delegations 
j made to the Managing Director. 
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APPENDIX F 

LABOUR-MANAGEMENT CO-OPERATION 

1. Concliisions/RecommendatiQns of the Seminar 
on Labour-Management Co-operation held at 
New Delhi. 

2. Functions of the Council of Management at 
Hindustan Machine Tools Ltd, 

3. Functions of the Council of Management at 
Hindustan Insecticides Ltd. 

4. Agreement between the Hindustan Insecticides 
Ltd. and their union. 
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(1) CONCLUSIONS/RECOMMENDATIONS OF THE 
■ SEMINAR ON LABOUR-MANAGEMENT CO- 
OPERATION HELD AT NEW DELHI ON THE 31st 
JANUARY AND 1st FEBRUARY, 1958. 

I The Seminar considered the various problems concerning the Constitu- 
i tion, functions, and administration of Joint Councils and its conclusions/ 
j recommendations on the various items were as follows : 

I. SIZE OF THE JOINT COUNCIL 

j (1) The Joint Councils to be effective and manageable should consist 
I of equal number of representatives of management and employees, 

i not exceeding twelve in all. In the case of smaller undertakings, 

i however, the membership should not be less than six. 

I (2) The quorum should be four, two on each side. 

(3) Decisions should be taken unanimously. 

1 IL REPRESENTATION TO DIFFERENT DEPARTMENTS, ETC. 

j 

I (I) As one of the essential criteria for the formation of Joint Councils 
is that the undertaking should have a well-established and strong 
trade union functioning, the rule should be — 

{a) where there is a. representative union registered under a 
statute, that representative union should nominate the em- 
ployees’ representative on the Council; 

(6) where there is no law for the registration of unions as repre- 
sentative unions, but there is only one union well-established, 
j that union should nominate the employees’ representative on 

I the Council; 

i (c) where there are more than one well-established and effective 

unions, the Joint Council should be formed when the unions 
among themselves agree as to the manner in which represen- 
tation should be given to the employees. 

j (2) There should be no bar to the members of the supervisory and 
i technical staff being nominated as employees’ representatives on 

I the Council. 

(3) Employees’ representatives should be employees themselves; but, 
if the trade union so feels, it can appoint non-employee members 
to the extent of not more than 25 % of its quota. If the employers 
have no objection, the number of non-employee members may be 
raised to 2. 

(4) The Joint Council should be set up at the unit level, where there 
are a number of departments in an undertaking, having separate 
identity of their own, the Joint Council may set up subsidiary 

; Departmental Joint Committees to deal with the problems at the 



departmental level and also to- secure proper and effective fimc- | 
tioning of the' Joint Council itself. Where there are a number of i 
■ units under the same management in the same area having separate i 
Joint Councils of their own, a Central Joint Council mi^t also be | 
established for the group of undertakings. i 

(5) The. Ministry:'" of Labour might request the Ministry of Finance | 
to agree to the formation of Joint Councils in the Life Insurance | 
Corporation of India; for this purpose, a zone may be treated as a | 
unit. I 

' (6) The Ministry of Labour might request the Ministry of Com- | 
munications to include not only the Posts and Telegraphs Work- i 
shops (as recommended by the Sub-Committee on Worker Parti- ; 
cipation in Management and Discipline in Industry), but also i 
other units functioning under the P & T Department. j 

III. OFFICE-BEARERS OF THE JOINT COUNCILS . | 

(1) The question of procedure for appointing a Chairman and a j 

Vice-Chairman should be left to the Council itself. | 

(2) In case the Joint Council fails to come to an agreement on the i 
above, the offices of Chairmanship and Vice-Chairmanship should 
be made rotating. Again, if for one term the Chairman is selected 
from the employers’ side, the Vice-Chairman should be from the ; 
employees’ side and vice versa. 

(3) The term of office of a Chairman and a Vice-Chairman shall be I 

one year and that of the Council shall be two years. i 

(4) There may be two Joint Secretaries, one from the employees’ side “i" 
and the other from the employers’ side, both having equal status. ! 
They may be elected by the members of the Council from among | 
themselves. 

(5) The employers should provide such secretariat and other assistance. | 
as may be necessary for the smooth and efficient functioning of | 
the Joint Councils. If the employees’ representatives agree, the | 
Labour Welfare Officer of the Unit may be associated with Joint I 
Council for purposes of Secretariat work, e.g., circulation of 
minutes, notes, etc. 

IV. CONSTITUTION OF SUB-COMMITTEE 

(1) It is desirable to appoint Sub-Committees. 

(2) For welfare activities, etc., a standing Sub-Committee may be | 
appointed. 

(3) For other specific points, Ad-hoc Sub-Committees may be formed. ; 

(4) These Sub-Committees shall submit their report to the Joint i 

Council. : 

(5) There should be a parity of employer-employee representation on I 

the Standing Sub-Committees. On the Ad-hoc Sub-Committees, : 
however, parity need not be insisted upon. I 

(6) The Sub-Committees might also include in their membership, i 

persons other than members of the Joint Council. ‘ 

(7) The Sub-Committees shall be working under the general super- 
vision and guidance of the Joint Council. Reports made by 

. the Sub-Committees will be considered by the Joint Council 
which will take the ultimate decisions. 

(8) The agenda for the Joint Council meetings should be prepared and 
circulated in good time so as to give sufficient publicity to it 
amongst the employees and invite points for discussion from 
them. The preparation of the agenda should be the primary 
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responsibility of the Chairman who might make such arrange- 
ments as may be necessary for this purpose. 

V. SCHEDULE FOR THE MEETINGS OF THE JOINT COUNCILS 

The periodicity of the meetings of the Council is essentially a matter 
i to be decided by agreement by the Council itself. The Council should, how- 
: ever, meet at least once a month. 

VI. MINIMUM QUALIFICATIONS PERTAINING TO EDUCATION, ETC. 

^ No qualifications should be laid down for membership of the Council. 

The parties are expected to nominate persons who have sufficient know- 
; ledge and understanding and who are in a position to deliver the goods. 

; VII. LIAISON BETWEEN THE JOINT COUNCILS AND THE MINISTRY 
OF LABOUR AND EMPLOYMENT 

; The Government of India should make a definite arrangement for 
; liaison between the Joint Councils and the Ministry of Labour and Employ- 
i ment by designating a separate cell for the purpose and give it all facility. 
Adequate arrangements should also be made to associate State Governments 
with the working of the Joint Councils in their respective areas. 

VIII. GUIDANCE FROM PANEL OF EXPERTS 

Having regard to the fact that the experiment is initiated at a few places 
in the initial stage, an All-India panel be appointed composed of persons 
(a) who are nominated by organisations of employers and employees, (b) 
whom the organisations consider suitable for guiding Joint Councils (c) who 
are willing to undertake this responsibility. The advice of the experts shall 
not be binding on the Joint Councils, 

IX. TRAINING PROGRAMMES IN UNITS EXPERIMENTING WITH WORKER 
PARTICIPATION IN MANAGEMENT 

The representatives of both management and workers on the Joint 
Councils should continuously keep in mind their joint responsibilities and 
rights. Towards this end, it should be necessary to ensure that they acquire 
the requisite attitude and background. Education of a general nature, 
especially in the issues relating to the satisfactory working of an enterprise 
must be imparted. A programme for such education should be carried on 
through different agencies._ The representatives of management should be 
persuaded to actively participate in professional management associations. 
The trade unions may undertake the education of the workers. The 
workers’ education scheme which is to be launched shortly by the Govern- 
ment of India must devote special attention to this aspect of labour-manage- 
ment relations. The Joint Councils at the unit level should also consider the 
possibility of organising the Joint education of all the members of the council. 

X. DISSEMINATION OF INFORMATION TO WORKERS 

The Joint Council should have the right to receive information on the 
various subjects outlined under Clause 6 of the Model Agreement. All 
arrangements should be made for documentation and dissemination of 
inforrnation to members of the Joint Councils as early as practicable. The 
technical details in this connection should be worked out. On certain speci- 
fic mattere, information should be given every quarter. The right to recieve 
information also includes the right of discussion. The undertaking having a 
Joint Council shall also establish a library and a reading room. 

XI. INFORMAL MEETINGS 

All efforts should be made to increase informal contacts between 
the members of the Joint Council and top official of both sides, namely, 
management and the trade union. 
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' ' ' ■ The Seminar also discussed other related issues. The conclusions there- I 
on were as follows :, ■ ■ . ■ .. | 

A. Joint Councils and Works Committees i 

(1) Since Joint Councils are working at the policy level, they can 
function separately without encroaching upon the functions 
of the Works Committees. 

(2) Where Works Committees are already working in units 
where Joint Councils are to be set up the Works Coni* 
mittees shall continue. 

B. Responsibility of the Council 

(1) The Joint Council shall exercise supervisory, advisory and 
administrative functions on matters concerning safety, 
welfare etc., as have been indicated in the Model Agreement 
though the ultimate responsibility shall rest with the manage- 
ment. 

(2) The unanimous decisions of the Council should be imple- 
mented without any delay. If they are not implemented Iq 
time, the reasons should be given for the delay. 

(2). FUNCTIONS OF THE COUNCIL OF 

MANAGEMENT | 

Broad details of the functions of the Council of Management establish- | 
ed in the Hindustan Machine Tools {P) Limited in September 1958 are as I 
under : j 

{a) to improve the working and living conditions of the employees; | 
{b) to improve the productivity of the Company; | 

(c) to encourage suggestions from the employees; | 

{d) to assist in the administration of labour laws, rules, standing j 
orders and agreements as between the company and the employees ; I 

(e) to create in the minds of the employees a live sense of participation i 
in management; and I 

(/) to serve generally as an authentic channel of communication | 
between the Company and the employees. | 

The Council shall be consulted by the Company on matters relating to : I 

{a) the general administration of standing orders of the Company | 
and amendments thereto whenever required; | 

{b) the introduction of new methods of production and manufacture | 
involving re-deployment of men and machinery; j 

(c) closure, reduction or cessation of Company’s operation. j 

The Council shall also have the right to receive information, cfiscuss 
and offer suggestions relating to : i 

(a) general economic situation of the Company ; I 

(i?) the state of the market, production and sales programmes of the | 
Company’s products; j 

(c) organisation and general running of the Company ; | 

{d) circumstances affecting the economic position of the Company; ' 
(e) manufacturing methods and working processes of the Company; ■ 

(/) the annual balance sheet, profit and loss account and connected 
documents of the Company and explanations thereto; ; 

(g) long-term plans for expansion, re-deployment of men and machin- 
ery and other matters of like nature,; and 

{h) such other matters as may be agreed upon. ! 
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I The Council shall be entrusted with responsibility in repect of matters, 
relating to : 

I. (a) administration of welfare measures; 

(h) supervision of safety measures; 

(c) operation of vocational training and apprencticeship schemes; 

(d) preparation of schedules of working hours, breaks during working 
hours and holidays; 

; (e) payment of rewards by the Company for valuable suggestions re- 

i ceived from the employees; and 

I (/) any other matter as may be agreed upon. 

* The working of the Council shall as far as possible be in consonance 

i with the recommendations of the Seminar on Labour-Management Coopera- 
^ tion, organised by the Ministry of Labour, Government of India, and held 
; at New Delhi on 31st January and 1st February, 1958. It is hoped that the 
i Council of Management will set an example for Joint Labour-Management 
I Cooperation in the successful working of the factory. 

I 3. FUNCTIONS OF THE JOINT MANAGEMENT COUNCIL 

I Hindustan Insecticides Ltd. 

I 1 . It would be the endeavour of the Council : 

I ^ {a) to improve the working and living conditions of the employees; 

I {b) to improve productivity; 

! (c) to encourage suggestions from the employees; 

I (d) to assist in the administration of laws and agreements; and 

I (e) to serve generally as an authentic channel of communication 

between the management and the employees. 

I II. The Council would be consulted by the Management on matters such 
as: 

(i) The administration of standing orders and their amendment 
when needed; 

(ii) Retrenchment; 

(Hi) Rationalisation; 

(iv) Closure, reduction in or cessation of operators. 

III. The Council will also have the right to receive information on: 

(i) General economic condition of the concern; 

(ii) The state of the market, production and sales programme; 
(Hi) Organisation and general running of the Undertaking; 

— (iv) Circumstances affecting the economic position of the Under- 
taking; 

(v) Methods of manufacture and work; 

(vi) The annual Balance Sheet and Profit and Loss statement and 
connected documents; 

(v/i) Long-term plans for expansion, etc. 

IV. The Council would be entrusted with administrative responsibility in 
respect of: 

(i) Administration of welfare measures; 

(ii) Supervision of safety measures; 

(iii) Operation of vocational training and apprenticeship schemes; 

(iv) Preparation of schedules of working hours and of holidays; 


(v) Payment of rewards for valuable- suggestions received from i 
employees. | 

Note : All., matters such as wages, bonus, etc., which are subjects for j 
collective bargaining would be excluded from the scope of the 
council. Individual grievances would also be so excluded. 

(4) AGREEMENT BETWEEN. THE HINDUSTAN 
INSECTICIDES LTD. AND THEIR UNION. 

AN AGREEMENT MADE this 30th day of September, one thousand 
nine hundred and fifty-nine between HINDUSTAN INSECTICIDES 
PRIVATE LIMITED, a Company incorporated under the Indian Com- 
panies Act, 1913, having its registered Office at Rohtak Road, New Delhi-15, 
(hereinafter called the ‘Company’ which expression where the context so 
admits shall include its successors and assigns) of the one part and HIND US- 
TAN INSECTICIDES EMPLOYEES UNION (Registered No. 447) duly 
registered under the Indian Trade Unions Act, 1926, having its Registered 
Office at 15A/7, W.E.A., Karolbagh, New Delhi (hereinafter called the 
‘Union’ which expression where the context so admits shall include its 
successors and assigns of the other part). 

WHEREAS the Company and the Union appreciate that an increasing I 
measure of association of the employees of the Company with the manage- | 
raent of the Company’s work is desirable and would help in: 

{d) promoting increased productivity of the Company for the 
general benefit of the Company, the employees and the 
country in general; . 

{b) imparting to the employees of the Company a better under- 
standing of their role and importance on the working of the 
Company and in the process of production; 

(c) the satisfaction of the urge of the employees for self-expression. 
It is hereby agreed to between the parties hereto as follows 

(1) There shall be a Joint Council (hereinafter called the COUNCIL) 
which expression shall be constituted in accordance with the provision con- j 
tained in Appendix ‘A’ to this agreement. The Council shall consist of six 
members, three being representatives of the Company and three of the 
employees for the time being. 

(2) The Council shall endeavour : 

{a) to improve the working and living conditions of the employees ; 

{b) to improve the productivity of the Company; 

(c) to encourage the suggestions from the employees; 

(d) to assist in the administration of labour laws, rules, standing 
orders and agreements as between the Company and the 
employees; 

(e) to create in the minds of the employees alive sense of partici- 
pation in management; and 

(/) to serve generally as an authentic channel of communication 
between the Company and the employees. 

(3) The council shall be consulted by the Company on matters relat- 
ing to: 

(a) the general administration of standing orders of the Company 
and amendments thereto whenever required; 

(b) the introduction of new methods of production and manufac- 
ture involving re-deployment of men and machinery; 

(c) closure, reduction in or cessation of Company’s operations. 
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l. ( 4 ) Tile Council shall also ■ have the right to receive information, 
I discuss and offer suggestions relating to : 

(a) general economic situation of the Company; 

(b) the state of the market, production and sales programmes of 
the Company’s products; 

(c) organisation and general running of the Company; 

(/) circumstances affecting the economic position of the Com- 
pany; 

(e) manufacturing methods and working process of the Company; 

(/) the annual balance sheet, profit and loss account and con- 
nected documents of the Company and explanations thereto; 

(g) long-term plans for expansion, re-deployment of men and 
machinery and other matters of like nature, and 

j (h) such other matters as may be agreed upon. 

I (5) The Council shall be entrusted with responsibility in respect 
1 of matters relating to : 

} (a) administration of welfare measures; 

i (ib) * supervision of safety measures; 

I (e) operation of vocational training and apprenticeship schemes; 

: (d) preparation of schedules of working hours, breaks during 

working hours and of holidays; 

(e) payment of rewards by the Company for valuable suggestions 
received from the employees; and 

(/) any other matter as may be agreed upon. 

(6) The working of the Council shall as far as possible be in conson- 
ance with the recommendations of the Seminar on Labour-Management 
I Co-operation, organised by the Ministry of Labour, Government of India, 

I and held at New Delhi on the 31st January and 1st February 1958, more 
I particularly stated in Appendix ‘B’ to those present. 

j (7) The agreement shall come into operation the day and the year 
I above written. It shall continue for a period of two years and shall be 
j renewed for such further term as may be mutually agreed upon between the 
parties hereto. 

I (8) Notwithstanding anything herein contained, either party to' this 
I agreement may terminate this agreement giving to the other three months’ 

I notice in writing. 

(9) In the case of any consistency among the provisions of this 

Agreement, Appendix ‘A’ and Appendix /B’ attached hereto, the provisions 
of this Agreement shall prevail over Appendix ‘A’ and ‘B’ and Appendix ‘A’ 
shall prevail over Appendix 'B’. , 

(10) All matters relating^ to wages, bonus, etc., which are subjects for 
collective bargaining shall be excluded from the scope of the Council. Indi- 
vidual grievances shall also be excluded from its scope. 

IN WITNESS WHEREOF the parties hereto have affixed their hands 
on the day and year first above written. 

Signed by : PRESIDENT OF THE UNION 
GENERAL SECRETARY OF 
THE UNION 

SECRETARY OF THE UNION 
Representing the 

Hindustan Insecticides Employees’ 

Union, 


f 


MANAGING DIRECTOR 
SECRETARY/ACCOUNTS 
OFFICER 

WORKS MANAGER 
Representing the 
Hindustan Insecticides 
Private Limited. 
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APPENDIX G 


Profit and Ad-hoc Bonus for 1957-58 in some Public 
(Indus triaf) Enterprises. 


SI. 

No. 

Name of Enterprise 

(Rs. in 
Net Profit 

lakhs) 

Bonus Distributed 

1. 

Sindri Fertilizers & Cliemicais Ltd. 

142.82 

16.00 

2. 

Hindustan Cables (P) Ltd. 

10.10 

0.17 

3. 

Hindustan Antibiotics (P) Ltd. 

33.43 

1.07 


(Source — Progress Report of Public Sector Projects and Undertakings 
for the year ending 31-3-19595 Ministry of Commerce and Industry.) 
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SPONSORED JOINTLY BY 
THE GOVERNMENT OF INDIA 
' AND 

. THE ■■UNITED NATIONS ' 


MANAGEMENT OF PUBLIC INDUSTRIAL ENTERPRISES 
IN JAPAN^ 


NEW, DELHI, INDIA ■ 

1 -1 1 . 'DECEMBER ' 'f 959 


L This paper is prepared by Mr. H. (Chief of Research 'Section in the Ministry of Flnancei Government: 


ADMINISTRATIVE ORGANIZATION' OF PUBLIC INDUSTRIAL ENTERPRISES, 

The Government' established a separate ministry (the ^ Ministry of 
Industry) for the purpose of operating and managing public industrial 
enterprises. This agency was the nucleus for promotion of modern indus- 
I try and all State-operated factories except munitions plants were placed 
I under its direct supervision. 

The public industrial enterprises, which were vested with many pri- 
vileges in their operation as compared with private industries in general, 

; were authorized, as in general administrative agencies, to exercise compul- 
i sory powers for the purposes of acquisition of land and equipment, col- 
i lection of rates and charges and other economic activities necessary for 
i’ the conduct of business. The State-operated enterprises in this period 
I were known as ‘‘government enterprises” (kangyo). 

DISPOSAL OF PUBLIC INDUSTRIAL ENTERPRISES TO PRIVATE OWNERSHIP 

j: , 

The policy of promoting industrialization through government opera- 
! tion of enterprises was gradually shifted in the direction of industrial 
I “laissez faire”, and the factories under government operation were succes- 
I sively sold to private ownership. 

; This shift in the policy is accounted for by the following factors : 
(1) The neglect of commercial practices caused large operating losses to 
public industrial enterprises, resulting in the shortage of funds necessitat- 
ing increased issues of government securities, which added to the infla- 
: tionary pressures. Since an overhauling of government finances was consi- 
dered necessary at that time, the disposal of State-operated enterprises 
represented one such step for improvement of finances. (2) Increased 
capital accumulation within the private sector as also the growth of the 
private entrepreneurial class, following the example of government under- 
takings led to increased investments in modern industries. Those govern- 
ment enterprises which competed with private business were transferred 
to private hands. It may be .noted that the pressures of private industri- 
alists also spurred the disposal of these enterprises. The public industrial 
enterprises that were transferred to private ownership included industries 
in the fields of mining, agricultural, shipbuilding, textiles and chemicals 
(except factories producing military supplies). From this time onwards the 
industrial policy of Japan began to follow the course of protection and 
encouragement based on the principle of the industrial 'daissez faire’\ 

ESTABLISHMENT OF MODERN INDUSTRY AND PUBLIC INDUSTRIAL ENTERPRISES 

(1900-1945) 

I The tempo of industrial development has been rapid in Japan, com- 
I pared with that of many advanced industrial countries. In this develop- 
I ment of modern industry public industrial enterprises have played a crucial 
I role. Nevertheless, various backward characteristics of the Japanese eco- 
nomy were to remain still noticeable even in the period when modern 
industries came to be firmly established. The most significant features 
were the lack of development in the heavy industry, the higher rate of 
profits in the branch of commerce than that of industry, and the low 
technical level in production. In the advanced industrial nations of the 
West, as soon as modern industry was established and the principle of 
j “laissez faire'’ was adopted industries were placed in the hands of private 
I owners, and only the industries of special public character, such as trans- 
i portation and communications, were left as public enterprises, but in 
I Japan many other public enterprises were still to remain under State ope- 
ration so that economic development might not be retarded. 

Those major industries which still continued to be operated as public 
industrial enterprises after the disposal of State-operated factories to private 
ownership were mainly the following: 



(a) Arms mamrfacturing industry i 

The direct State control of arms production in Japan was due partly | 
to the Government’s emphasis on defence, but mainly to the immaturity I 
of private heavy industry. Since arms production required large produc- ; 
tive equipment and a high level of technology, the operation of military j 
industry was beyond the capacity of the private sector that did not have | 
sufficient resources. . I 

The Government ordnance factories represented the larger heavy in- | 
dustry engaged in all stages of arms production. Even after considerable i 
progress had been attained by the private heavy industry, the Government 
factories maintained an overwhelming superiority in output as compared 
to private enterprises. It may be said that the heavy industry in Japan I 
developed with the Government ordnance factories as its core. I 

{b) Iron and steel industry | 

The Government established a large steel mill under its direct ope- i 
ration (starting production in 1901) in order to accelerate industrialization | 
in Japan and bring the economy to a self-supporting status as quickly as ! 
possible. This iron and steel enterprise, supported by the Government ; 
with annual allocations out of fiscal funds for expansion of productive I 
facilities, produced the bulk of the domestic output. As a result, the | 
imports of iron and steel products declined greatly. The domestic output j 
of iron and steel, which had been equal to one-fifth of the country’s total | 
imports in value before the establishment of the factory, considerably 
exceeded imports under this item after the factory came into operation. : 
Heavy industrial production came to be firmly established in Japan only i 
after the basic sector of production, such as the iron and steel industry, i 
had been sponsored by the State. ! 

(c) Transportation and communication 

Communication s rvices, such as the postal service and telegraph | 
and telephone services, were from the beginning taken up as public enter- 
prises. As to the railways, only a part of trunk lines was operated by | 
the Government in the early years, and private railways also made con- : 
siderable advance. The Railways Nationalization Law of 1906 nationaliz- | 
ed all main trunk lines. • 

The indispensable condition for the development of modern industry i 
is the rapid formation of a domestic market. It was, therefore, necessary | 
to quickly complete and expand transportation and communication services, | 
the construction of which required, however, vast capital investment. I 
The policy of nationalizing transportation and communication services | 
was followed for the purpose of facilitating co-ordinated construction of | 
these facilities and expansion of military installations. 

{d) Forestry 

In Japan, the Government owned vast tracts of land and forests 
which constituted the largest properties of the Meiji Government and the 
Imperial Household. However, the development of industries coupled 
with the expansion of defence production led to increased demand for 
lumber to be used for construction of plants, vehicles, shipbuilding and 
wood products. To meet such demand the Government launched opera- 
tion of State forests with a view to stabilizing the price of lumber by 
controlling production. 

I 

(e) Tobacco (including salt and camphor) monopoly \ 

The manufacture and sale of tobacco by the Government was ; 
carried on solely for the purpose of obtaining fiscal revenue. The ■ 
sale price of monopoly goods was the cost plus profit including an 1 
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: excise tax. The size of profit was influenced to a great, extent by the 
fiscal policy of the Government. The manufacture of salt and camphor 
was also controlled by the Government, which also monopolized the sales 
of these products. .. The sale of salt and ' camphor later became more 
important for industrial purposes. 

(/) Printing and minting 

The printing and minting of currency was done by the Government 
solely for administrative purposes. Competent government agencies were 
established to take charge of this activity as well as the printing of govern- 
ment publications and the manufacture of decorations and medals. 

OPERATiON OF PUBLIC INDUSTRIAL ENTERPRISES 

Prior to the First World War the above mentioned enterprises were 
: generally managed and operated directly by the Government which set up 
i special banks under its special supervision. Government enterprises in 
I the industrial field were mostly placed under direct governmental opera- 
: tion. Some of the enterprises were prohibited by law from being operated 
I by private interests, c.g., the postal service, the monopoly enterprises, etc. 

Forms of operation of state-owned enterprises are charadterised by 
I the following features: First, the management and organization of such an 
i enterprise is part of general administrative plan of the organization, and 
I the provisions of the general private laws are not applicable to its orga- 
I nizational discipline. The leader of the management is a member of the 
Cabinet as a minister, and the managing staff are government officers as 
a rule. Various material factors needed for the operation of enterprises 
are subject to special regulations under the public law, quite different 
from the private law. 

Second, its business accounting is subject to the budget and the 
accounting system of the State. The budget of the operating agency, 
like the ordinary budget of the State, showed totals of receipts and 
expenditures and had to be approved by the Diet. The managers 
administer the undertaking according to the budget determined at the 
beginning of the year. As receipts and expenditures are entered into the 
books separately, unlike the accounting practice in the private business, 
there are no organic relations between these two entries. In the account- 
ing system of Japan special accounts for government enterprises were set 
up distinctly from the general administrative accounts. In a special 
account there are established a fixed capital account and a working capital 
account. The accounting of public industrial enterprises by means of the 
special account system generally led to the loss of autonomy on the part 
I of the enterprises involved, being easily influenced by the general fiscal 
programme. That is to say, the profits of enterprises had to be incorpora- 
i ted into the general fiscal revenue, while funds required for the expansion, 
construction and improvement of enterprises are to be found from the 
revenue of the general account Government enterprises, unlike private 
: enterprises, could not finance expansion by means of retaining profits or 
: by issuing debentures. 

■ This mode of operation was followed as public industrial enterprises, 

I despite their heavy capital requirements for the purpose of expanding 
I plant and equipment, failed to attract capital. The Government had to 
! necessarily divert tax receipts or proceeds from government security issues 
} to finance such expenditures. However, the’ system that made the opera- 
! tion of public industrial enterprises dependent upon the general fiscal 
programme was also to be responsible for the inefficient operation of public 
I industrial enterprises. As the growth of the private economy since the First 
I World War had exceeded the progress of public industrial enterprises, more 
and more attention came to be given to the autonomy of public industrial 
enterprises. In the case of those public industrial enterprises which were 
administered through the special accounts within the general fiscal framework, 
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practices such as the availability of profits from the special accounts for | 
financing improvement of equipment, the issuing of government securities i 
charged to the special accounts and the depreciation system were adopted. 

I 

The tendency of public industrial enterprises to gain autonomy in | 
operation led' to the emergence of public industrial enterprises in the form | 
of corporations subscribed to by the Government, in addition to the 
enterprises under its , direct operations. 

OPERATION OF PUBLIC INDUSTRIAL ENTERPRISES UNDER THE CORPORATE FORM 

The public industrial enterprises operated under the corporate form 
greatly increased in number in the period between the First and Second 
World War. The enterprises of this type increased especially during the 
Second World War when strong economic control was enforced- Some 
of them were hitherto State-operated enterprises which had been changed 
to the corporate basis (the iron and steel factory was converted into a 
corporation in 1934), and others were those private enterprises which 
were converted into public enterprises on account of their public importance. 

Enterprises operated through the establishment of special corporations i 
include international communications, air service, colonial developrnent 
and industries such as iron and steel, electric generation and transmission, 
mining exploitation, and so on. In establishing such a corporation, the 
Government appoints an establishment committee to take charge of all 
affairs. The governor and vice-governor, or the president and vice-president, 
who are to be central figures in the management of business are appointed 
directly by the Government. As to the appointment of other directors 
the Government also reserves supervisory authority. 

A comptroller is appointed to supervise the business, and he has a 
voice in the general meeting of shareholders and all other conferences in 
the corporation. As it is provided in the law that the Government should 
subscribe to a half or part of the capital of the corporation as a share- 
holder, the Government has a dominant influence in the voting of the 
corporation. 

Another form is the incorporation of an enterprise as an ordinary 
joint-stock company under the commercial code. In view of the public 
importance of the enterprise the persons who have an active role in the 
enterprise are required to have certain qualifications. Enterprises of this 
type which are organized as purely private corporations, are subject to 
government intervention to a lesser extent than a special corporation. 
Such an enterprise which is subject only to regulations applicable to the 
control of industrial activities, was increasingly strengthened under the 
war-time economy, and the Government refrained from active supervision 
with a view to encouraging its activity. In these cases, the Government 
did not have an overall supervision but only some details concerning each 
individual undertaking. The most notable case of such supervision is 
the Munitions Company Law of 1943 enforced during the Second World 
War. This law provided that the companies producing essential military 
goods should be placed under a special government provision, receiving I 
almost the same treatment as that given to the plants administered by the 
military departments. 

GOVERNMENT INDUSTRIAL UNDERTAKINGS AND INDUSTRY 
IN THE POST-WAR PERIOD 

Since the end of thie Second World War/ all arms industries in Japan 
have been converted into other types of industry, and the State-operated 
factories have been disposed of to private ownership. Consequently, the 
industrial enterprises— especially manufacturing enterprises — operated 
directly or indirectly by the Government have been further reduced in 
number. The undertakings still under Government operation in the 
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NOTES' : industrial field , at present -are -printing notes, minting ^ of coins ami the 
: iiiaiiiifactiire' of tobacco: and, a'lcohol (monopoly e,nterpi*ises). 

.ill the p,rocess of industrial rehabilitation after the Second World 
: War, the Government itself launched a programme of iiidiistrial reconstruc- 
: but it avoided operation of industrial enterprises in 'any form on its 

own, ' and left all enterprises to the private sector with indirect aid from 
: the Government. One of the steps undertaken was to supply ind'ustrial 
enterprises with funds through fiscal and financial measures. The Govern- 
: ment established public financial institutions, to which govemment funds 
: were to be loaned. These institu'tions, which were backed 'by national 
i credit, were to make to private enterprises, loans, necessary for production 
I beyond the limit allowed by profit consideration of usual business opera- 
tions. To raise the required funds the Govemment organized, as public 
enterprises, such financial undertakings as postal savings, national insurance 
services which have played major roles in the post-war years. The funds 
thus raised are important sources of funds available for government 
^ investment. 

Second, the Government carried out construction and expansion of 
public facilities, and operated in the fields of transportation and conimiini- 
cations. Government operations in these fields, which were carried on even 
in pre-war days, have become more extensive since the war. It is also 
; noteworthy that the development of electricity has been newly added to 
the group of government undertakings since the war. In short, the object 
; of the existing public enterprises is not to operate industrial enterprises by 
themselves, but to provide facilities making direct and indirect contribu- 
tions to industrial enterprises so that the industrial capacity in the country 
as a whole may be enlarged. 

' ADMINISTRATIVE FORMS OF PUBLIC ENTERPRISES 

; A new form of organization has been introduced into the adminis- 
i tration of public enterprises of Japan since the end of the war. The chief 
aim of this new administrative organization has been to give public 
; enterprises a large degree of autonomy in their management. The most 
I notable examples of this change are the adoption of business accountability 
-self-supporting, self-financing and self-disposal of surplus revenue— in 
public enterprises and the establishment of the public enterprise agency 
I “Kosha’k 

I The expansion of autonomy of public enterprises has the following 
I implications: First, increased autonomy, which involves freedom of the 
i administration from dependenee upon the civil service organization, and 
j rationalization of management, preventing inefficiency of operations. 

I Secondly, it means relaxation of control by the Diet and reduces not only 
■ the restrictions imposed on the budget by the Diet, which hamper business 
I activities of public enterprises, but also makes the administration of public 
I enterprises proof against the effects of political influences, opening the way 
i to the establishment of a direct joint administrative regime of government 
I and management. 

i Although the autonomy of public enterprises has been increased in 
j the aspect of organization, as mentioned above, the existing public enter- 
j prises in reality are yet to achieve autonomy in operation, independent 
j from the State administration. Public enterprises have haci only their 
j administrative organization; separated to some degree from the general 
i government organization, and their business operations are subject to a strict 
j administrative supervision by the Government. Pii>lic enterprises, because 
I of a very strong administrative supervision by the Government, still remain 
i subordinate to Government administration, acting as agencies to enforce 
i State policies. The immediate reason that led to the adoption of business 
: accountability was to minimize the expenditures from the general fiscal 
: funds to cover the deficits of public enterprises. The adoption of business 
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accountability has, therefore, not necessarily led to- complete independence j 
from the financial ^control of the Government, and to subsequent appli- | 
cation of the principles of general business accounting as such. 

PUBLIC ENTERPRISES UNDER THE DIRECT OPERATION OF THE GOVERNMENT 

The State forest service, currency printing and minting, and alcohol 
Monoply enterprises are directly administered by the Government. Com- 
patent parts of the Government administrative organization are responsible 
for their administration. The budget of their enterprises is subject to 
official procedures, and deliberated on by the Diet. It is only in .this 
respect these enterprises are similar to enterprises covered by the general | 
account. The special accounts, which are as a rule ''administered on a j 
commercial basis”, are based on business accountability. Their method | 
of accounting is not on a cash basis as that of the general account, but on i 
an accrual basis with respect to profit and loss in estimating assets, as in | 
business accounting. The operation through the special accounts reflects ; 
commercial operation in accounting control. I 

PUBLIC ENTERPRISES UNDER THE AUTONOMOUS CORPORATE FORMS 

(a) Public enterprise agency {Koshd) I 

The public enterprise agencies, which are autonomous juridical | 
persons, are “Kosha” in Japan. This form of business administration | 
came into existence under the administration of the occupation force in i 
the post-war period, and its prototype is found in British and American 
public corporations. Major public enterprises now managed under the 
form of "Kosha” are the national railways, telegraph and telephone ser- 
vices and monopoly enterprises, which had been once operated directly ; 
by the Government. In addition to the above, the Atomic Fuel Corpo- | 
ration and Japan Broadcasting Corporation (NHK) are also operated by I 
this administrative device. | 

A "Kosha” or public corporation fully owned by the Government j 
and other public agencies (NHK is an exceptional case where no capital I 
is subscribed to by the Government) is an independent enterprise, engaged j 
in production of goods essential to the life of the people. i 

The administrative organization of all public corporations except the | 
Japan Monopoly Corporation, is, unlike public enterprises directly operated I 
by the Government, largely based upon "a board of directors” or "manage- j 
ment committee”. At the time when the "Kosha” was first established | 
the method of electing by the Cabinet "members of an "administrative | 
committee” from among the experiencedpersons of business circles, subject 
to approval of both Houses of the Diet, was followed. The committee has 
wide authority, but its democratic character has somewhat been reduced 
under the recent revisions. The Japanese National Railways adopt the | 
system of "board of directors” which is composed of a president, a vice- 
president and five to ten directors. In the Nippon Telegraph and Tele- 
phone Corporation the administrative committee as such still remains, but 
the procedure of selecting members from the business circles has been 
discontinued. The Japan Monopoly Corporation has an administrative 
council, but this is an advisory body and not a decision-making organ. In 
the Atomic FueT Corporation the chief director is the principal figure of 
its management. The Japan Broadcasting Corporation (NHK) still retains 
the administrative committee. 

All public corporations have as executive officials, a president, a 
vice-president and directors. The president is appointed by the Cabinet and I 
the vice-president and directors by the president. Such appointments by the ’ 
president ate subject to the approval by the Minister of Transportation in j 
the case of the Japane.se National Railways, and with the consent of the ■ 
administrative committee in the case of the Nippon Telegraph and Tele- ■ 
phone Corporation. The Japanese National Railways has an auditing ‘ 
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MOTES ' conimitceej whose members are appointed by the Minister of Traiisporta- 
; lion. The Cabmet, the Minister of Transportation and the president have 
i iJie power to dismiss officials' under certain circumstances. The executive 
oliicials and employees of these, public corporations do not belong to the 
; civil service, but they are regarded as the persons engaged in the public 
service under the law.' 

(/?) Public enterprises in the forms of "'Kodan'' 

The administrative form with the name of ‘‘^Kodan” or ^‘^Koko” have 
been started since the end of the Second World War. Kodans established 
' immediately following the war were mostly those which succeeded the 
functions of wartime economic controls exercised by the ‘^eidans” (manage- 
ment foundations), control associations and the others during the war for 
the purpose of adjusting serious inequilibrium of demand and supply of 
i goods, and encouraging economic rehabilitation. These organs were 
abolished after their functions were fulfilled. In the time of a free economy, 

: existing kodans are the public judicial persons which are to execute under- 
I takiiig^that are beyond the initiative of private enterprises, and are managed 
I under a special administrative form which the Government has created for 
I the active promotion of social and economic policies of the country. 

! Therefore, the undertakings operated under Kodan system are, by their 
: nature, rather close to general administrative activities or public welfare 
I services. In this respect, the Kodan is different from the Kosha which 
i stresses operations on a commercial basis. Nevertheless, in conducting 
business the Kodan, as an autonomous body corporate like a Kosha, is 
operated on a business basis. Its capital is composed, in full, of stibscriptions 
by the Government and local public bodies. The chief Kodans now in 
operation are the following: 

The Housing Corporation provides on a large scale group residential 
housing and land in the areas where serious housing shortages exist and 
makes land readjustments to create new urban areas. 

The Aiclii Irrigation Development Corporation performs the duties of 
building large-scale drainage facilities and reclamation of land for farms 
and paddy fields, with loans from the Government and the World Bank 
for the purpose of comprehensive development of water resources of the 
Kiso river system, and the increased production of foodstuffs and other 
farm products as well as the rationalization of farm management. 

The Farm Development E^quipment Corporation, also with financial 
aid from the World Bank, possesses machines of high efficiency to be used 
for creation and improvement of -farmland, loaning these to the State or 
local public bodies. 

The Japan Highways Corporation undertakes new construction, 
rebuilding/maintenance, repairs and other Works on toll roads. The Forestry 
Development Corporation is responsible for planning the development of 
unexploited forest resources. 

The centre of the administrative organization is the president and 
I not the managing committee. The Housing Corporation has an adminis- 
trative committee as a deliberative organ, but its power is very weak. • 

The executive officials of Kodan comprise a president, a vice-president 
several directors and supervisors. The president and supervisors are 
appointed by the competent Minister concerned, and the vice-president and 
directors are appointed by the president subject to the Minister’s approval. 
Employees come more under civil service than as in the case of a Kosha. 

The system of financial control in the Kodan is on a self-supporting 
I basis, but since the Kodan receives subsidies from the State for non-profit- 
! making projects and imposes beneficiary charges on the farmers, account- 
i ability is merely formal. 



(c) .Eidan ' 

Although many agencies called "‘eidan” were established during the 
Second World Wm\ the only enterprise that is now operated under this 
form is the Metropolitan Rapid Transit Corporation. This agency is a 
public corporation which operates the subway transit service in the Tokyo 
Metropolis. Of its' total capital of 60 million Yen the National Government 
subscribes 40 n 2 illioii Yen; the Tokyo Metropolitan Government 10 million 
Yen. Operating funds are secured by the issue of transit bonds to the 
extent of ten times the amount of the authorized capital. The re-organiza- 
tion of this agency in 1951, however, limited subscription to its capital, to 
the Japanese National Railways and the local public bodies, in whose areas 
the lines ^ of this corporation are operating, thus excluding the direct j 
subscription of the Government and private capital. Originally the presi- j 
♦ dent took the leading part in the management, but in the re-organization j 
in 1951 an administrative committee was established to be in charge of 
management which consists of president, a vice-president, several directors 
and supervisors, all appointed by the competent Minister. 

PUBLIC ENTERPRISES UNDER THE FORM OF SPECIAL CORPORATfON 

Many enterprises are being operated in recent years under this form, } 
A special corporation is a joint-stock company, but it is established under I 
a special law — unlike ordinary joint-stock companies, which are established | 
according to the commercial law. The subscription of its capital is made | 
jointly by the Government and private interests, and a special corporation, j 
as in ordinary joint-stock company, holds gener;^ meetings of shareholders, j 
The existing public enterprises, in the form of special corporation, are the I 
Tohoku Development Co. Ltd., which conducts activities necessary for the I 
development and promotion of industry in the Tohoku district ; the i 
Electricity Development Company, Ltd. (electricity generating); the Inter- | 
national Telegraph and Telephone Co. Ltd., the Japan Airway Co., Ltd., i 
(civil airline service), and the Patroleum Resources Development Go. Ltd. j 

' . ! 

GOVERNMENT PROTECTION AND SUPERVISION OF PUBLIC ENTERPRISES 

(a) Protection ; 

Various kinds of protection and privileges are provided for public i 
enterprises by law to help operation of such enterprises. Though such | 
* aids are different according to types of management, important ones are as | 
follows : . . . ' , I 

First, such agencies are in many cases granted privileges to requisi- | 
tion for public service, e.g., the right of eminent domain, to enter and I 
use land, remove obstacles, levy contributions on the beneficiaries, con- | 
tribution of facilities by the Government and so on. j 

Second, the right of monopoly for the enterprise is guaranteed by 
the law, e.g., the postal service, and the monopoly enterprise in manu- 
facture of tobacco. i 

Third, economic protection. Though the recent tendenpy is not to ^ 
grant economic protection except in special circumstances, there is still i 
considerable protection of this kind, which includes the exemption from 
subsidies, loans from government funds, guaranteeing. of 

debts etc. 

Fourth, there is protection afforded by the penalty law. Special 
penalties are provided against the violation of the law so as to make 
possible the safe conduct of public enterprises. 

ib) Supervision 

Although the public enterprises in Japan have recognized their 
autonomy in the operation of their business, they are subjected to strong 


MOTES ; administrative controls. ^ General supervision by the competent minister is 
I provided without exception for the management of theKoshas, Kodans and 
■ ■ : Eidans* A competent minister may give a public enterprise an order necessary 

I for the purpose of supervision over the operation of the enterprise, or^if 
I necessary, require a public enterprise to make a report on the state of its 
I operations and its assets, or appoint an officer to examine the state of 
I operations or books and other necessary documents. Such general super- 
j visory' provisions are now given considerably broad interpretations. A 
! competent minister has the power of control over the operation in addition 
I to the general supervisory power. 

: The Kodan and tile Japan Monopoly Corporation are subject to 

! approval or consent of the competent minister for implementing their 
I basic business programmes and their enforcement plans. The budget, 

I operating programme and the financing plan, must be prepared to be 
submitted for the approval of the competent minister before the begiiin- 
i ing of the business year. In the case of the Japanese-National Railways, 

I certain projects such as the construction of new railway lines are subject 
j to the approval of the Minister of Transportation, and as to the compensa- 
: tions of its employees, payments of special compensatit n also require the 
I approval of the Minister, 

I For the operation of public enterprises there are provided, besides 
the controls by the competent ministers, those by the Minister of Finance 
: who is in charge of the Treasury. The control by the Minister of Finance 
i is not directly exercised, but indirectly through consultations with the 
I competent ministers. The budget, borrowings and bond issues of a Kodan 
I are subject to the approval of the competent minister who in turn has to 
I confer in advance with the Minister of Finance. In the case of a Kosha 
j the budget is submitted to the competent minister, who confers with the 
I Minister of Finance, and after it is decided upon at the Cabinet meeting, 

I it is submitted to the Diet. As to the borrowing and bond issues, the 
I competent minister has to confer with the Minister of Finance. The 
I expression '‘to confer with'' may sound rather modest, but in reality the 
' Minister of Finance exercises strong control over financial matters through 
' the competent minister. 

Moreover, the public enterprises are subject to controls by the Diet, 

I Although controls by the Diet are now considerably Weakened estimates 
I of the budgeted revenue and expenditure of a Kosha have to be discussed 
I on by the Diet, and finalized accounts are also to be submitted to it. The* 
I rates of such services as post, telegraph and telephone, and national rail- 
ways, and the official prices of manufactured tobacco require thedeiibera- 
: tion of the Diet 

I Although the legal provisions are not uniform concerning governmeHt 
protection and control for special corporations, the broad common features 
‘ are as follows: First, the subscription by the Government is provided, 

[ and its stock holding is treated on the deferred dividend basis. The 
exception provided for the legal limit of debenture issue under the com- 
mercial law allows a special corporation to issue special debentures to an 
amount two to ten times as high as the legal limit. 

’ On the side of supervision the executive officials of a special corpora- 
tion are to be appointed by the Cabinet Changes in the articles of incorpo- 
; ration, the budget of revenue and expenditure, distribution of net profit 
; and issue of debentures are subject to the approval by the Government. 

I Moreover, the power to dismiss an official from office and the power to 
; annul a resolution voted by the general meeting of shareholders are 
: reserved for the Prime Minister or his competent minister. 
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PUBLIC INDUSTRIAL ENTERPRISES IN PAKISTAN 


M. AYUB i 

Director, Pakistan Industrial Development Corporation | 

Pakistan started with a purely agricultural economy. Large scale J 
industry was non-existent or of insignificant importance. The considerable j 
amount of industrial progress made during the last 11 years has been the | 
result both of private enterprise and public effort made through the Pakistan | 
Industrial Development Corporation. The PIDC is a novel, if not a unique, | 
institution in this country, for it combines Government initiative and finance ! 
with private enterprise. This is evidence by the status of the Corporation, 
the composition of its Board, the manner in which it operates the range of 
its activities, and the extent to which it has been successful in attracting 
private capital to its various ventures. 

SCOPE OF PIDC ACTIVITIES 

2. The PIDC Act, of which a copy is annexed (Annexure I), received 
the assent of the Governor-General on i9th April, 1950, but the first Board 
of the PIDC was not appointed till 12th January, 1952. The Corporation 
has, therefore, been in existence for nearly eight years. The operations of 
the PIDC are limited to the 12 industries listed in the schedule to the PIDC 
Act of 1950, as amended from time to time, namely, jute, paper, heavy 
engineering (including iron and steel); ship-building, heavy chemicals, ferti- 
lizers, sugar, cement, textiles, natural gas, chemicals, pharmaceuticals and ; 
dye-stuffs; and development of power from natural gas. The Corporation 
is also permitted to finance projects which are ancillary to one of the 12 
industries listed in the PIDC Act, such as the development of coal mines : 
to ensure adequate supplies of coal for the fertilizer factory at Daukhel or | 
the proposed iron and steel works at Multan. 

The PIDC was established primarily with the object of prompting indus- ; 
trial enterprises which other industrialists were either unable or unwilling i 
to undertake, and the policy of the Corporation is to siippleraent, rather 
than to displace, private enterprise. The Corporation has, therefore, refrain- i 
ed from setting up industries, even within its Charter, such as, cotton textile 
mills, which are receiving adequate attention firom private investors. Secondly, 
the emphasis of the Corporation is on the promotion, not the ownership, of 
industries. Every effort is made to attract private capital into the projects 
of the PIDC and, where private participation is not forthconling at the out- 
set, to transfer the completed projects to private management at the earliest 
convenient opportunity. 

The experience of the last eight years indicates that the PIDC has had 
to take the initiative in promoting industries requiring a heavy initial capital 
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I investment, or which took a long period to construct, or which involved 
: complicated processes requiring high technical knowledge and operating 
: experience. The PIDC has also attempted to rectify the lop-sided indus- 
trial development arising from excessive concentration of private indus- 
i trialists in a few large towns, such as, Karachi, Lahore and Lyallpur in 
I West Pakistan, and Dacca and Chittagong in East Pakistan. In order 
to ensure balanced economic development of the country as a whole, and 
; to minimise the evils of excessive urbanization, the Corporation has sought to 
: locate its factories all over the country, subject to the availability of raw 
: materials, labour and means of communications. 

I . 

ORGANIZATIONAL STRUCTURE OF PIDC 

3. The PIDC is not a Government Department. It is a statutory 
Corporation. The extent of Government’s control and supervision is 
limited to the following essential matters : 

(0 The Chairman and Directors of the PIDC are appointed by 
Government for a period of three years at a time and serve 
at the pleasure of the Government. But no Director has been 
removed from office so far. 

! (/7) The annual budget of the PIDC has to be approved by Govern- 

I ment. 

I (Hi) AH projects of the PIDC require Government approval and 

I have to form part and parcel of the National Economic Plan. 

I (iv) Government’s approval is necessary to the terms on which 

I private parties may participate with the PIDC or purchase 

I PIDC projects, and to the sale of PIDC shares below par or 

I market rate. 

I • (r) The Corporation may borrow from foreign financing institu- 

' tions, as well as from Pakistani banks, only with the permis- 

sion of Government. 

I (W) The accounts of the PIDC are liable to audit, and the annual 

report and accounts of the Corporation has to be submitted 
to Government by a specified date. 

(vii) The Corporation is guided on questions of policy involving 
national interest, including commercial and industrial interests, 
by such directions as the Central Government may issue from 
I time to time. This power has been exercised very rarely, 

I although there is very close liaison between the PIDC and the 

I various Ministries of the Central Government concerned with 

its activities. 

4. In all matters other than those listed in the preceding paragraph, 

, the PIDC is completely autonomous. It hires its own staff and technical 
consultants, places orders for goods and machinery, supervises the erection 
and operation of plants, and sells its manufactured goods in the same way 
as any other private commercial or industrial concern.^ 

i The Board of Directors of the PIDC consists of a Chairman and four 
■ Directors. The first Chairman was a former General Manager of the East 
Indian Railways and Industries Secretary to the Pakistan Government. The 
preseht Chairman is drawn from public life. Out of the eight Directors 
appointed since January 1952, only one Director has been a serving 
Government official, while five Directors have been prominent businessmen, 
bankers and industrialists serving on the Board of PIDC in an honorary 
capacity. A number of other prominent businessmen are also Directors of 
the various companies which have taken over projects initially set up by the 
I PIDC. ft would thus be seen that the top management of the PIDC has 
I been drawn from all walks of life. The present Chairman of the Corporation 
I has the rank and pay of a Minister of the Central Cabinet, while the paid 


Directors draw the salary attaching to the post- of a Secretary to the Govern- ; NOTES 
ment of Pakistan. 

MODE OF OPERATION ' 

5. The mode of operation of the PIDC is briefly as follows. After 
carrying out a preliminary survey, for which the Corporation is provided with 
a revolving fund, a project report and proforma are submitted to the Minis- 
tries of Industries and Finance and the Planning Commission. (The docu- 
ments sent to Government include all relevant technical, economic and 
financial data, and supplementary information is furnished on demand.) 

An effort is made to associate private capital at the outset. If private parti- 
cipation is not forthcomng at that stage, the project is carried out by the 
PIDC. After the project is ready, the effort to attract private capital or to 
sell the mill is renewed. If there is no success even at that stage, then the 
project is converted into a Joint Stock Company and the shares placed on 
the market, with the managing agency vested in the PIDC. 

FINANCING OF PIDC VENTURES 

6. The PIDC was set up with an authorised share capital of Rs. 10 
million, out of which shares of the value of Rs. 5 million have been issued 
and subscribed in full by the Pakistan Government. This sum barely covers 
the cost of the Head Office and Regional office buildings of the PIDC. Ail 
the finances for the projects undertaken by the Corporation come from annual 
budgetary grants of the Central Government, such private capital as the Cor- 
poration is able to attract, foreign aid and loans, and working capital 
obtained from Pakistani banks on normal commercial terms. 

The Government budgetary grant now averages from Rs. 150 to 
Rs. 200 million per year and constitutes the bulk of the capital investment 
of the PIDC. A substantial part of Government finance is in the form 
of foreign exchange. 

The extent of private participation varies from project to project. It 
constituted about 35 % of the total investment on the 48 projects completed 
up to 31st March, i959. The proportion of private capital is, however, 
much less in the projects now under way. 

Part of the private capital has come from foreign investors, notably 
£ million each in the Sui-Gas Transmission Company contributed by the 
Burmah Oil Company and the Commonwealth Development Finance 
Company, and smaller investments by the Inchcape Group in the Star Jute 
Mills, Khulna, and by Bayers in the Dyes and Chemical Plant at Daukhel. 

The total amount of foreign aid and loans received by the PIDC up 
to 31.3.59 has been approximately Rs. 115 million. The United States J 
provided almost all the foreign exchange required for the Pak- American 
Fertilizer Factory, Daukhel, and for the mechanization of the Makerwal 
Collieries, while Canada financed the construction of the Maple-Leaf Cement 
Factory, Daukhel. Aid from New Zealand has been utilised for meeting 
the foreign exchange requirements of the Zeal-Pak Cement Factory, Hydera- 
bad, and the Zeal-Pak Sugar Mill, Diwanganj. The World Health Organi- 
zation and UNICEF — two of the specialised agencies of the United Nations — 
have provided the plant for the D.D.T. factory at Nowshera and the Peni- 
cillin Factory at Daukhel. Technical Aid has been received from the 
United States, the Colombo Plan countries and the United Nations. 

The World Bank provided a loan of $US million for the Sui-Gas 
Transmission Company and a loan of $US 4.2 million for the Karanaphuli 
Paper Mill. The PIDC has also utilised suppliers’ credits for purchase of 
two big fertilizer factories from France and Japan, and a barter deal with 
Czechoslovakia for purchase of a kiln to expand the cement factory at 
Daukhel. 
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Working capital, for "PIDC projects ' iS' occasionally jifovided by 
: Government in its initial investment, but more frequently operational expenses 
are met out of cash credit loans obtained from Pakistani banks on the secu- 
■ rity of raw materials, stores and finished goods. Occasionally, the PIDC 
has advanced loans to its associates to tide over temporary financial 
difficulties. 

ACHIEVTiMENTS OF THE PiDC 

7. The achievements of the PIDC are writ large on the map of Pakis- 
tan, from Chandraghona in the East to Quetta in the West and Chitral in 
the North. During the first seven years of its existence the Corporation has 
been responsible for setting up 48 industrial projects at a total investment of 
Rs. 954 million, while nine projects, which were under construction on 1st 
April, 1959, are estimated to cost a little over Rs. 606 million. A statement 
is attached giving the list of projects completed up to 31st March, 1959, the 
extent of Government and private investment, the value of production of 

I each mill and the value of exports during the years 1957-58 and 1958-59 
I (Annexure II). Another statement giving the list of projects under way as 
i on 3ist March, 1959, the estimates capital investment, and the scheduled 
I date of completion will be found at Annexure III. 

It will be'observed that the annual production of the completed projects 
i during 1958-59 was estimated at approximately Rs. 470 million, of which 
I goods worth Rs. 134 million were exported. The production and volume 
of exports will be higher during the financial year 1959-60 mainly on account 
I of the increased production of some of the projects which were under cons- 
I truction on 31st March, 1959. 

I The progress made towards the development of individual industries 
I is summarised in the succeeding paragraphs. 

JUTE INDUSTRY 

8. Starting from scratch, the PIDC has been responsible for the 
setting up of 14 jute mills with a loomage of 7,750. The annual production 
in 1958-59 amounted to 175,309 tons, valued at approximately Rs. 219 

I million, while exports were of the value of Rs. 133.6 million. Total produc- 
I tion during the current financial year ending 30th June, 1960, is expected 
I to rise to 220,000 tons, of which 160,000 tons are likely to be exported. The 
jute industry has had its full share of teething troubles, but since October 1958, 
it has enjoyed the blessings of industrial peace, efficiency and production 
increased as workers gained in skill and experience, and the introduction of 
the Export Bonus Scheme has greatly improved the ability of Pakistani jute 
j manufacturers to compete in the international market. 

I The jute industry has attracted a considerable amount of private capital. 

1 Out of the total investment of Rs. 236.89 million in all the fourteen jute mills 
! promoted by the PIDC, the Corporation’s investment amounts to only 
.Rs, 84.52 million. Twelve of the fourteen jute mills are being managed by 
private parties, while the remaining two mills (namely : Star and Platinum) 
are being managed by the Inchcape Group on behalf of the PIDC. 

During the second Five Year Plan, it is hoped to import additional 
j equipment and machinery to balance existing jute mills and to expand all 
uneconomic units, and to consider the establishment of 3 or 4 new jute 
mills. The exact target and the extent of PIDC investment is under consi- 
deration in consultation with the Pakistan Jute Mill Association, the 
Planning Commission and the Government of Pakistan. 

The PIDC has participated in the establishment or expansion of jute 
mills in Egypt, Iraq, Lebanon and Turkey to the extent of Rs. 12.5 million. 
Its investment has been in the form of raw jute. It has also provided technical 
aid and advice. 
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PAPER INDUSTRY 

9. The PIDC has been instrumental in the establishment of a large 
paper mill, a cardboard mill, a straw-board mill and a newsprint factory. 
The construction of the Karanaphuli Paper Mill was planned by the Pakis- 
tan Government in 1949-50, but is was handed over to the PI DC for com- 
pletion in January 1952. It was completed in October 1953, at a total cost 
of Rs. 60 million, including a World Bank loan of Dollars 4.2 million. It 
was also converted into a public limited company. The PIDC continued as 
Managing Agents, but the vast majority of the shares are now held by the 
public. The Karnapliuli Paper Mill is now producing up to 90% of its rated 
capacity, and has been able to meet the total paper requirements of the 
country. The quality of production is good and, while the cost of prodiic- 
tioii is not yet fully competitive with the old paper mills of Europe or 
America, some of the production of the Karanaphuli Paper Mill should be 
able to enter the iiiternatioiial market when the mill reaches its target 
capacity of 30,000 tons per annum by January i960. The Karanaphuli 
Paper Mill gave dividends of 7| % in 1956 and in 1957 and 6^ % in 1958 when 
part of the gross profits were used to finance purchase of additional equip- 
ment and machinery. 

The high-grade board mill at Nowshera, with an annual production 
capacity of 7,500 tons of cardboard, was completed in November 1955, at a 
total cost of Rs, 18.4 million. It was subsequently sold to Adamjee Indus- 
tries, and the investment of PIDC is now limited to debenture shares of the 
value of Rs. 2.5 million. The High-grade Board Mill is operating efficiently. 
Its annual production in 1958-59 was valued at a little over Rs. 13 million. 

The Sethi Strawboard Mill at Rahwali (West Pakistan) was completed 
by the PIDC in November 1955 at a total cost of Rs. 12.10 million. After 
conversion into a public limited company, 49% of the shares were sold to the 
public and the management was entrusted to an associate of the PIDC. 
The mill has had considerable operational difficulties and the cost of produc- 
tion is still not as low as one would wish. Nevertheless, its production in 
1958-59 was valued at a little over Rs. 7 million. 

The biggest venture of the PIDC in the paper field has been the esta- 
blishment of the Newsprint Factory at Khulna (East Pakistan). The factory 
was completed in July 1959, at a total cost of approximately Rs. 133 million. 
Another Rs. 15 million will be required as working capital. The News- 
print Factory is now in trial production. It expects to reach its rated capa- 
city of 23,000 tons of newsprint and 12,000 tons of mechanical printing paper, 
by December 1961. 

28/9 

The PIDC is investigating the possibility of setting up one or more 
hardboard and cardboard mills in East Pakistan during the second Five 
Year Plan period (1960-65). 

HEAVY ENGINEERING (IRON AND STEEL) , 

10. The possibility of setting up an integrated iron and steel mill has 
been under examination since 1952. Initial exploration of iron ore deposits 
in the Kalabagh area was completed in December 1953 with the help of a 
team of German experts. Since then, mining operations have been carried 
out by the PIDC. Over 77,000 tons of iron ore had been produced by March 
1959. The proved reserves of iron ore are estimated at 23 million tons, 
with a probable reserve of approximately 100 million tons. The iron ore 
is not, however, of a high quality, the average F.E. content being 35%. 
There is the further handicap that Pakistan does not produce any coking 
coal, which would either have to be imported or a special process adopted 
to utilise the poor quality of indigenous coal. The PIDC has also carried 
out a preparatory survey of the iron ore deposits in the Chitral area and 
prepared a scheme for the construction of an all-weather road and tunnel to 
Chitral. 



NOTES 


t 


Witli the help of their Consultants, Messrs. Krupps of Germany, — the 
PI DC prepared, and submitted a comprehensive scheme to Government for 
the estabiisliment of an integrated iron and steel mill, with an initial capacity 
of 69,000 tons per annum, to be located at Multan. ■ The project was approv-. 
ed, in principle,, but its construction was delayed on account of the relatively 
high cost of production and some misgivings regarding the technical process 
iiivolved,. The whole case is now under review, and a final decision is likely 
to be taken in the near future. 

SHtPBUILDiNG INDUSTRY 

11. The PI DC has built two Shipyards in Karachi and Khulna (East 
Pakistan) and a Dockyard at Narayanganj (East Pakistan). The first phase 
of the Karachi Shipyard and Engineering Works was completed in March 
1956 at a total cost of approximately Rs. 43 million. Since then, another 
Rs. 20.6 million, have been spent on further extensions and the construction 
of a 'large foundry. The project has been converted into a public limited 
company, but ail the shares are held by the PIDC on behalf of Government. 
The Karachi Shipyard provides dry-docking facilities for both Pakistani 
and foreign ships, and has undertaken a good deal of ship repairs and general 
fabrication work. Construction of new ships has been limited to boats and 
tugs, but the Yard hopes to undertake construction of larger ships as soon 
as the necessary skill and experience has been acquired and costs of produc- 
tion are brought down to a more reasonable level. 

The Khulna Shipyard involved an investment of Rs. 23.5 million, but 
some additional expenditure is likely to be incurred to complete the yard. 
The ship repair work carried out during the years 1957-58 and 1958-59 were 
valued at Rs. 3.38 and 1.63 million respectively. The Shipyard is also capable 
of constructing boats for use in East Pakistan’s inland waterways and has a 
large workshop for handling miscellaneous fabrication work. 

. The Narayanganj Dockyard was taken over from the East Pakistan 
Government, its facilities were expanded and a great deal of new equipment 
added to the workshops at a total cost of Rs. 10.3 million. It has been 
converted into a public limited company to be owned by the PIDC and the 
East Pakistan Government. The Dockyard is used largely for repairs of 
Government and private launches, motor boats, etc. It handles a consider- 
able amount of work for its size, but it is not, as yet, a profitable concern, 

HEAVY CHEMICALS 

12. The PIDC has set up three projects under this head, namely, 
the Nowshera Chemical Works producing Caustic Soda, the D.D.T. Factory 
at Nowshera, and the Siiiphuric Acid-cum-Superphosphate Plant at Lyallpur. 

The Nowshera Chemical Works were completed at a cost of Rs. 26 
million, and have a rated capacity of 3,500 tons of Caustic Soda. It was 
subsequently sold to Adamjee Industries and is now whoUy owned by them. 

The D.D.T, Factory at Nowshera was set up at a total cost of Rs. 2.93 
million in collaboration with UNICEF, which provided the plant and 
machinery costing Rs. 1.17 million. The plant is being operated by the 
PIDC, on a no-profit-no-loss basis, on behalf of the Ministry of Health. 
The D.D.T. Factory has a rated capacity of 700 tons of 100% D.D.T. per 
annum. But, for a variety of reasons, the factory has not been able to operate 
at full capacity and the cost of production has been rather high. During 
1958-59 it produced 620 tons of 100% and 50% D.D.T. valued at Rs. 4.84 
million. 

The Sulphuric Acid/Superphosphate Plant at Lyallpur has been com- 
pleted at a total cost of Rs. 2,57 million. The plant has a rated capacity of 
6,000 tons of StilphuriG Acid and 6,000 tons of Superphosphate per shift per 
annum. In view of the limited home demand, the factory is not yet running 
at full capacity, but as the farmers get used to the benefits of Superphosphate 
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fertilizers, it is hoped that it would be possible to run the plant at full capa- 
city and to sell all its production. The project has been converted into a 
public limited .company, and about 24 of the sha.res are lield by a prw-^ate 
party. The manage,m,ent is wiitii the PfDC. 

The PIDC is investigating the possibility of setting up a Caustic Soda, 
plant ill East Pa,kista!i during the second Five Year Plan period. 

fertiuzb:rs 

13. The PIDC has taken the initiative in setting up three fertilizer . 
factories.' The Pak-Americaii Fertilizer Factory, Daiikliel was co,mpleted,; 
in Janua.ry 1958, at a cost of Rs. 80.5 niillion, out of w'hicli, .machinery, : 
equipment, a.nd technical services costing Rs. 41.3 million were provided by , 
the United States under their economic aid programme to Pakistan. The ; 
factory has a .rated capacity of 50,000 tons .of ammoniiini sulp'.h.ate. In.^ spite ; 
of shortage of trai.ned chemical engineers, c'hemists, etc., and other teething 
troubles, 'the Daudkhel, .Fertilizer was able to produce 29,983 tons off 
am,monium sulphate during the fi.rst year of its operation. The cost of 
production is , slight,ly higher than that of imported ammo.n.iii..n.i sulphate, , 
but the quality has been found to be as good as^ any of the fertilizers received 
from abroad. The bulk of the .prodiiction is being sold direct to the Agri- : 
cultural Departments, of Governments of West Pa'kistan and' East Pakistan, 
but some sales have been effected through comme.rciai channels. It is pro- 
posed to convert the project into a public limited company, but, for some ti.me : 
to come all the shares will be held by the P'lDC on. behalf of Government. ^ 

The PIDC has also taken in hand the construction ' of two. large Ferti- ; 
lizer factories at Multan, in West Pakistan, and Feiichiiganj, in East Pakistan, | 
based on natural gas, for production of am,.m.onium. nitrate and. urea. Each | 
of these factories will have a capacity equivalent to 250., 000 tons per aniiii.m I 
of 'ammonium sulphate. .Both the factories, are expected to.be ready by the | 
spring, of 1961. The .Natural Gas Fertilizer' 'Factory at Mailtan is expected ; 
to cost about Rs. 169 miliion while the cost of the Natural Gas Fertilizer | 
Factory at Fenchiiganj is estimated at over Rs. 224 million, inclusive of the i 
cost o.f a power station at Fenchuganj and the gas pipeiine from the gas :.fi.eld i 
at Haripur to Fenchugaitj. .All the funds for the two new fertilizer factories ! 
have been provided by the Pa,kistan Government, except for a grant of 
Dollars 10 million given by the United States. 

SUGAR IN.DUSTR.Y 

14. The sugar industry in. Pakistan has been developed both by public | 

and private enterp.rise. The PI.DC'lia.s been responsible for setting up live I 
sugar m.iils with a combined .capacity of 80,575 tons per annum, at a total ; 
investment; of Rs. 90 million, including Rs. 4.5 million' received .as economic ; 
aid from New. Zea'land. The three sugar, 'mills, in, East Pakistan are still S 
.owned and managed by, the PIDC, but both the sugar mills set up in. West. ! 
.Pakistan', (namely,. Charsadda and.Uauharabad) , have, been, 'sold to private I 
pattie.s,. w.ith the PIDC .'retaining oiiiy,,a'..sm.all pe.rc.entage: of^t'he shares. The' : 
FIDC, was., also .instriimental m planning, .and purchasing .the machinery, of i 
two m.ore. sugar, mills, in West "Pakistan, namely, at 'Lyalipur and Taiido ' 
,Mohd. Khan, :,one of w.hich.has been, taken over wholly by a pri vate industrial- ; 
ist, while., the .other '.is . now being fi.nanced out' of,, the, " So.idiers'’ Post-War ; 
,,Reco'nstruc.tion.''Fund. . ; 

, D,urin,g the calendar year 1958, the sugar production' of the 'P'lDC .mills ; 
amounted to 27% of the total production in Pakistan (44,694 tons out of a ; 
total of 162,600 tons). The proportion will be higher in 1959 since some of 
the PIDC sugar mills got into regular production only this year. 

Sanction has been received for the establishment of one more sugar 
mill in East Pakistan, and surveys have been undertaken to determine the 
possibility of setting up more sugar mills in both wings of the country during 
the second Five Year Plan period. 
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CEMENT INDUSTRY 

l'5. The PIDC has set up two cement factories, tlie Zeal-Pak Cement 
: Factory, Hyderabad, with a rated' capacity of 240,000 tons per aiinum, and” 

; the Maple-Leaf Cement Factory at Daudkhel, with a rated capacity of 100,000 
: tons per annum. The Zeal-Pak Cement Factory cost Rs. 28.1 million, 

: which’ included an aid ofRs. 7.83- million received from New Zealand. The 
‘ Maple-Leaf Cement Factory was set up at a cost of Rs. 42.1 million. The 
: foreign exchange component of Rs. 22.5 million was provided by Canada 
under the Colombo- Plan. Both cement plants came into production in 
: 1956, and have been operating at more than their rated capacity for the last 
. two years. Their production constitutes about 40% of the total production 
of cement in Pakistan. (In 1958, the PIDC cement factories produced 
424,077 tons out of the country’s total production of 1,073,000 tons.) 
It has been decided to add a third kiln at the Zeal-Pak Cement Factory, with 
an annual capacity of 120,000 tons, and a second kiln at the, Maple-Leaf 
: Cement Factory with an annual production of 150,000 tons.^ Both these 
extensions are being financed out of the reserves of these projects, and no 
additional funds have been asked from Government. The extensions are 
expected to be completed by March 1960. 

The Zeai-Pak Cement Factory has been converted into a public limit- 
ed company, and about 20% of the shares are now in private hands. The 
Company has been giving a dividend of 7| % free of tax — and its shares are 
in great demand. 

The Maple-Leaf Cement Factory will also be converted into a public 
limited company very shortly, but on account of the comparatively high 
initial capital cost, some difficulty may be experienced in putting the shares 
; on the market. 

i The PIDC has carried out field surveys to explore the possibility of set- 
I ting up a cement plant in East Pakistan and additional cement factories in 
I West Pakistan if private enterprise is unable or unwilling to undertake these 
ventures during the next five years. 

TEXTILES 

16. Private enterprise has been largely responsible for the enormous 
expansion in the cotton textile industry in Pakistan since 1947. The PIDC 
has, therefore, not found it necessary to enter this field. The only two cotton 
textile mills put up by the PIDC, namely, the Muslin Cotton Mill at Kaliganj 
(East Pakistan), and the Talpiir Textile Mill at Tando Mohd. Khan (West 
Pakislan), were in the nature of rescue operations. In both cases other 
parties had imported the textile machinery, but had found it difficult to 
instal and operate the mills, and the PIDC undertook the task in the national 
interest. The Muslin Cotton Mill has 44,000 spindles, is operating efficient- 
ly, and is a profitable concern. It has been converted into a public limited 
company in which, initially, 51 % of the shares will be held by the PIDC and 
49% by the Government of East Pakistan. At a latter stage, it might be 
possible to transfer the ownership to private parties. In 1958-59, the 
Muslin Cotton Mill produced 7.4 million lbs. of yarn valued at approximately 
Rs. 21 million. 

: The Talpur Textile Mill, with 10,000 spindles, was brought into produc- 

I tion very recently. About 10% of the shares are held by private parties, 

I and the balance of the investment came out of the reserves of the Muslin 
i Cotton Mill.' 

I In order to improve the quality of cotton ginning in West Pakistan, 
I the PIDC has assisted private parties in setting up six model cotton ginning 
; factories at a total investment of Rs. 4.2 million. The ginning factories are 
owned and operated by private parties, the Corporation’s investment being 
limited to less than 10%. The PIDC provided the foreign exchange and 
technical advice, and assisted in procurement of land, railway sidings and 
other facilities. 



The PIDC had set up three wolien mills at Bannu, in the North Western ' 
Frontier, at Harnai (in Baluchistan) and at Qaidabad in the Thai, at a total : 
cost of Rs. 13 million. The Bannu and Harnai Woollen Mills have each a ! 
capacity of 40,000 blankets, 400,000 lbs. of yarn, and 270,000 lbs. of fine i 
threads, while the Qaidabad Woollen Milf is capable of producing 600,000 | 
lbs. of woollen yarn and woollen goods. The machinery for the Bannu and j 
Harnai Woollen Mills was purchased by Government. They were located I 
by Government at these outlying places primarily with the object of provid- I 
ing employment to the tribal areas. They have not worked as economically I 
as some of the more centrally located and privately owned woollen mills. ! 
The Qaidabad Woollen Mill, which was planned and purchased by the PIDC, 
is, however, a more efficient unit and has been producing blankets of good 
quality for the Pakistan Army. 

CHEMICALS, PHARMACEUTICALS AND DYE STUFFS 

17. The PIDC has participated in four projects which come under 
this head. The Kiirram Chemical Company, which produces santonin, 
was taken over by the PIDC in August 1954 mainly to ensure regular off-take 
of artemisia produced in the Kurram Valley. The Kurram Chemical j 
Company is reputed to be the largest manufacturer of santonin in the world, j 
It manufactured 3,722 kilos of santonin in 1958-59, of which, 3,128 kilos, 
valued at Rs. 0.74 million, were exported. The Kurram Chemical Company 
has a nominal capital of Rs. 100,000. Fifty per cent of the shares are held 
by the PIDC and the balance by private parties. 

The PIDC has been instrumental in the setting up of the Rosin and 
Turpentine Factory at Haripur, in partnership with the West Pakistan 
Goveniment and Messrs. Guest Agency Company Ltd. The factory has a 
capacity of 110,000 maunds of rosin and 225,000 gallons of turpentine, and 
has been set up at a cost of Rs. 1.65 million. The factory came into produc- 
tion in April 1958, and produced goods worth nearly Rs. 3 million during the 
year 1958-59. 

The PIDC has recently completed the erection of a Dyes and Chemicals 
Factory at Daudkhel at a cost of Rs. 6 million, in partnership with the well- 
known German firm of Bayer, which has invested Rs. 1.8 million and provided 
the technical know-how. The factory will produce 250 tons of Red Cohgo 
and 300 tons of Sulphur Black dyes per annum. 

The PIDC is setting up a Penicillin plant at Daudkhel, the machinery 
for which has been provided by UNICEF. The factory is expected to cost 
Rs. 9.88 million, including UNICEF aid cf Rs. 3.8 million, and will produce 
600,000 mega units of Penicillin per month. The factory will be operated 
by the PIDC, on a no-profit-no-loss basis, on behalf of the Ministry of Health. 

NATURAL GAS 

18. Consequent Upon the discovery of a large deposit of natural gas 
at Sui (West Pakistan) by the Pakistan Petroleum Limited (Burmah Oil 
Company), the PIDC joined hands with the Burmah Oil Company in build- 
ing a sixteen inch pipeline from Sui to Karachi, a distance of 352 miles. The 
project cost Rs. 84 million. The World Bank provided a loan of £5 million 
(Rs. 46.2 million at the then prevailing rate of exchange), while the equity 
capital of £4 million was contributed in almost equal shares by the Burmah : 
Oil Company, the Commonwealth Development Finance Corporation, the 
PIDC and Pakistani shareholders. The Sui Gas Transmission Company 
is now in its fourth year of operation, and sold natural gas of the value of 
approximately Rs. 23.86 million in 1958-59. The company declared a tax 
free dividend of 7-2- % in 1957-58 and of 10% in 1958-59. 

The PIDC has financed the construction of another sixteen inch pipe- 
line from Sui to Multan at a total cost of Rs. 97.3 million. It is proposed 
to convert this project into a public limited company. The possibility of 
extending the pipeline to Lyallpur and Lahore is under consideration. 
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NOTES : The PIDC has also participated in the setting up of two gas distribution, 

c(),nipaiiies, namely,- the Karachi Gas Company, which operates in the 
Federal Capital, and is now largely owned by a private party, and the Indus 
Gas Company, which serves the^area from Siii to the borders of Karachi, 
and is owned and operated by PIDC. 

The Corporation is exploring the possibility of setting up a gas liqiiifi- 
cation plant at Karachi and chemical industries based on natural gas. These 
ventures will be undertaken in partnership with experienced foreign parties^ 
if the preliminary surveys establish the economic and technical feasibility of 
.the projects. 

As already mentioned, the PIDC is constructing the gas pipeline from 
the Sylhet gas fields {Haripiir) to the Natural Gas Fertilizer Factory at 
Fenchuganj, 

DEVELOPMENT OF POWER FROM NATURAL GAS 

19. The PIDC undertook the construction of a large thermal power 
station at Multan, producing 142,000 kw of power based on natural gas. 
The project was estimated to cost about Rs. 108 million and to be com- 
pleted by the end of 1959. The Corporation also undertook the construc- 
tion of a transmission line from Multan to Lyallpur, at an estimated cost of 
Rs. 26 million, and did a preliminary survey of the West Pakistan High 
Tension Grid, linking the Warsak multi-purpose project with the natural 
gas power station at Multan. Ail these power projects were, however, 
transferred to the newly created Water and Power Development Authority 
in West Pakistan on 1st January, 1959. 

COLLIERIES 

20. As already explained, coal was one of the industries not included 
in the PIDC charter, but the Corporation found it necessary to undertake 
the mechanization and operation of the Makerwal collieries to provide the 
coal requirements of the Pak-American Fertilizer Factory and the Maple- 
Leaf Cement Factory at Daudkhel. The PIDC also took over the lease of 
two collieries in Baluchistan in order to supply a part of the coal requirements 
of the projected iron and steel mill at Multan. The Makerwal Group of 
collieries was taken over in 1954. A sum of Rs. 7.7 million has been spent 
on their development and mechanization, including Rs. 5.1 million of foreign 
exchange received as economic aid from the United States. The PIDC has 
been operating the Quetta and Sharigh coal mines and has prepared and sub- 
mitted to Government a comprehensive programme for the development of 
the coal resources of Baluchistan during the next six years. The production 
of coal fmm the collieries controlled by the PIDC during 1958 was 206,423 
tons, which represents about 34% of the country’s total production of coal. 

The PIDC has carried out a preliminary survey for exploiting the large 
deposits of peat which are known to exist in several districts of East Pakis- 
tan. A pilot project will be started in Faridpur district. If this is found to 
be technically and economically sound, extraction and processing of peat on 
a large scale will be undertaken and will help to replace some of the coal now 
imported for the factories and thermal power stations in East Pakistan, 

HANDICAPS OF THE PIDC 

21. Enough has been said to show the size and range of the PIDG’s 
industrial undertakings. There is no doubt that the Corporation has played 
a decisive role in the industrial development of Pakistan. It would, however, 
be idle to pretend that no mistakes have been made or that all has been smooth 
sailing. In common with Pakistan’s private industrialists, the PIDC 
suffered at the outset from inexperience, the paucity of trained technicians, 
and the lack of industrial know-how. In addition, the Corporation has 

I laboured under a number of handicaps peculiar to its position and respon- 
psibility as a Govemment-financed institution. One must take these handi- 
caps into account in appraising the work and achievements of the PIDC. 




Firstly, the Corporation was expected to undertake only those projects 
which private industrialists were unable or unwilling to undertake. This 
meant that, while private parties were free to invest in comparatively easy 
and more profitable industries, the PIDC had to take the initiative in setting 
up the more difficult and less profitable industries in the overall interests of 
the country. 

Secondly, although the PIDC is required by its Charter to act on 
commercial considerations in the discharge of its functions, and while the 
Corporation endeavours to follow normal economic and financial consider- 
ations in the establishment and operation of its industrial enterprises, the 
profit motive has not been the sole criterion governing the decisions either 
of the PIDC or of the Government of Pakistan. Both the Corporation and 
the Government have sought to keep in view the desirability of developing 
the industrial potential of both wings of Pakistan. Moreover, in determining 
the location of its factories, the PIDC has made a special effort to distribute 
them as widely as possible, and to avoid excessive concentration of industry 
in a small number of urban centres. This necessitated setting up power 
stations, workshops and other facilities which do not normally form part and 
paixel of a factory in industrially advanced countries. This policy has also | 
necessitated the construction of large housing colonies, schools, hospitals, j 
and other facilities for the factory employees of the PIDC. j 

Thirdly, being a State-financed institution, the PIDC is expected to | 
serve as a model employer. Therefore, apart from the residential and | 
medical facilities referred to above, the Corporation has found it necessary 
to make its employees eligible for provident funds and to grant production 
or profit bonus wherever the financial position of each of its projects made 
it possible. 

Fourthly, while every effort has been made to employ and train Pakis- 
tani technical personnel, the magnitude of some of the Corporation’s ventures 
made it essential to employ foreign consultants, technicians and contractors, 
which added considerably to both the initial capital expenditure and the 
operational costs of these enterprises. Whether any private party in Pakis- 
tan could have done better is, however, open to doubt. 

Fifthly, while eveiy effort has been made to find good managers and 
accountants for the factories and mills, it would be fair to recognise that the 
management and control of such a large number of enterprises has placed 
a very heavy burden on the Board of Directors and Heads of Departments. 

Whether private management is better than public management depends 
necessarily on the quality and capability of the people involved, but it would 
probably be true to say that while the PIDC enjoyed an advantage over 
private parties in planning and erecting factories, it was at a disadvantage 
in the operation of the factories built. It has been the experience of other 
countries, and this may be true of Pakistan as well, that private management, 
with its own investment and profits at stake, is likely to be more successful 
in reducing the costs of operations, than a Government Department or a ! 
semi-Government authority. This is the reason and justification for PIDC’s | 
effort to associate private capital in its ventures and sell its completed projects | 

whenever the time is opportune and a reasonable price is forthcoming. I 

' • ' I 

MANAGEMENT PROBLEMS OF PIDC 

22. It is not possible within the compass of this short paper to deal 
at length with the management problems of the PIDC or to describe in detail 
its operational methods, policies and experiences. One can merely invite | 
attention to some of the salient features. j 

(?) The Corporation recognised from the outset the necessity for j 
preparing comprehensive surveys and project reports before j 
undertaking large industrial ventures. The existence of a 
revolving fund of Rs. 5 million has made it possible for the ‘ 



Corporation to undertake, these surveys without waiting for 
formal Government sanction, and thus to have a portfolio of 
siiitabie projects. This makes it possible for t he PIDC to begin 
construction almost immediately after a proposal is approved. 
The surveys are carried out by technical^ experts of the PIDC 
itself, in consultation with foreign technicians, where necessary. 

(//) Sliortaae of technical stalf has been a permanent handicap to the 
PIDC as much as of Pakistani private industrialists. While 
every eifort has been made to employ qualified' Pakistanis, the 
PIDC' has not hesitated to engage foreign technical experts and 
to take full advantage of the technical assistance offered by the 
United States, the Colombo Plan countries and the United 
Nations. In the case of large projects, reputable firms of consul- 
tants have been employed even though this has meant consider- 
able additional expense. 

(Hi) The PIDC has attached a great deal of importance to the train- 
ing of its employees, both at home and abroad. A large number 
of engineers, chemists, accountants, etc. have been sent for train- 
ing abroad, either under the technical aid programmes, or by 
special agreement with the manufacturers supplying the plant 
and machinery. Apprenticeship schemes have been introduced 
in the large factories for training of skilled and semi-skilled work- 
ers. The PIDC has also been operating, on behalf of the Minis- 
try of Labour, and on a no-profit-n,o-loss basis, the Training- 
Within-Industry Programme of Pakistan for which a generous 
grant was provided by the Ford Foundation. 

(iv) While housing colonies and other relatively simple buildings have 
been constructed through local contractors, the contracts for 
the factory buildings and other installations have been given to 
big national construction firms or foreign contractors with special- 
ized experience in these lines. This might result in a slightly 
higher cost, but experience has shown that this ensures good and 
reliable work. 

(v) In the case of the new natural gas fertilizer factories, the PIDC 
entered into turn-key contracts under which Messrs. Ensa of 
France and Kobe Steel of Japan, the two contractors for Multan 
and Funchuganj, respectively, undertook not only to supply the 
plant and machinery for the fertilizer factories, to train Pakistani 
staff, and to operate the factories during the first few years. 
Similarly, in the case of the Pak-American Fertilizer Factory at 
Daiidkhel, and the Newsprint plant at Khulna, the consultants 
who designed and engineered the factories also took responsibi- 
lity for their initial operation. 

(vf) In framing its recruitment, purchase and sale policies, the PIDC 
has drawn upon both the experience of Goveimment Commercial 
Departments, such as the Railways and the Directorate-General 
of Supply and Development, and of purely commercial or indus- 
trial firms operating in Pakistan. An effort has been made 
during the last seven or eight years to frame rules and regulations, 
but these are by no means comprehensive and in a large' number 
of matters projects follow the office orders or other instructions 
issued by the Head Office from time to time. There is extensive 
delegation of powers to Heads of Departments, Mill Managers, 
etc. While the staff in the field is expected to observe the policy 
directions or other instructions issued from Head Office, a 
considerable amount of discretion is left to Mill Managers in the 
performance of their day-to-day duties. Initially, the stajff had 
to be recruited from a yariety of sources, but it has now become 
possible to prescribe minimum qualifications and pay for posts, 
and to insist that, normally, all posts would be advertised and 
filled on the recommendations of Selection Committees. 



(vfi) There are no hard and fast rules . governing relations between ! 

■ the PIDC and its associates. ■ The PIDC is normally responsible | 
for surveying and planning the project, obtaining foreign exchange | 

- from. Government, placing orders for the plant and macliiiiery, i 
and the procurement of land, railway, power and. water con- I 
iiections, and any other services with which the Governnieiit j' 
might be concerned, and supervising the construction and erec- | 
tion of the plant. Whether or not- the plant should be operated by ! 
the PIDC, or by one of its associates, depends upon the financial | 
interest of each party in that project, and the background and | 
experience of the associate. The Corporation has not hesitated i 
to transfer the operational management to its partners where the i; 
latter possessed the necessary knowledge and experience. But | 
even after a project has been sold or ha.nded over to a private i 
party, the PIDC continues to look after the welfare ■ of the : 
enterprise, to provide foreign exchange for raw materials, spare 
parts, etc. and to assist its associates in their dealings with Gov- ; 
ernment Departments. This is one of the reasons why eve,n, ; 
big private industrialists are keen to enlist the help of t,lie PIDC I 
in setting up new industrial ventures .for which they are willing i 
and able to put up the bulk of Rupee finance. j 

(yiu) Purchases are made both by .tender and negotiations, the final i 
decision in all important cases vesting in the Board of the j 
PIDC. The major negotiations a.re handled by tlie Chairman or | 
one of the Directors concerned, while there is a central Purchase | 
Department at Karachi and Regional Purchase Departnients I 
at Dacca and Lahore. Purchase powers have been delegated to i 
Heads of Departments, and local purchases may be made by I 
Mill Managers in accord with prescribed rules. i 

(ia:) There is no rigid policy with regard to the sale and marketing ^ 
of the goods manufactured by various concerns of the PIDC. i 
They vary from industry to industry. In the case of rationed | 
goods, such as sugar, all the production is sold to the Food | 
Department of the Governments of East and West Pakistan, | 
and the Karachi Administration. Government also buys most | 
of the fertilizer produced by the fertilizer factories at Daudkhel | 
and Lyallpur. A considerable proportion of the cement produced | 
by the PIDC factories is taken by Government iiidenlors, but the i 
balance is sold through commercial distributors. The total | 
production of the D.D.T. and Penicillin plants will go to Govern- j 
m,ent hospitals for free distribution as this is one of the conditions | 
of the aid given 'by UNICEF. The products of most of other | 
factories, such as, jute mills, woollen mills, the two cotton textile ; 
mills, chemical plants, etc., are sold in the market on normal j 
commercial terms. ' I 

(x) The accounts of the PIDC are maintained on the same lines I 

as business concerns, but they are liable to audit both by | 
Commercial Auditors and by the Comptroller and Auditor- | 
General of Pakistan. j 

(xi) As the initial capital for PIDC ventures is provided by Govern- j 

ment, so all the sale proceeds, dividends and other income from | 
these projects are paid into the Treasury. The PIDC retains | 
only the income from its offices and residential buildings, mana- ! 
ging agency fees, commissions, etc. ' 1 

CONCLUSIONS ' . ! 

♦ I 

23. It is difSciilt for a Director of the Corporation to be completely 
objective with regard to the achievements of the PIDC. In this paper an ! 
attempt has been made to describe the aims and objectives of the Corporation, 
its organization and policy, and its relationship with Government, and private i 
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iiidustriaiists, a.r!d to give an account of mills and factories set up by the Cor- 
poration and the results obtained. While the achievements of the Corpora- 
tion. have been highlighled, no atte.rapt has been made to conceal its weakness- 
es or drawbacks, or to ove.rrate the contribution of the public sector i.n. the 
i.iidustrial development of .Pakistan. 

24. It must be said in conclusion that this paper represents the person- 
al views of the author and should not be taken to commit either the PIDC 
or the Government of Pakista..n. 



ANNEXURE 


ACT NO. XLV OF 1950 ! 

i 

j 

PASSED BY THE 

PAKISTAN CONSTITUENT ASSEMBLY (LEGISLATURE) 

Received the assent of the Governor-General on the 19th April, 

1950 

An Act to establish the 

PAKISTAN INDUSTRIAL DEVELOPMENT CORPORATION 

WHEREAS it is expedient to establish an Industrial Development 
Corporation for the purpose of promoting industries; 

It is hereby enacted as follows : 

1. (1) This Act may be called the Pakistan Industrial Development 
Corporation Act, 1950. 

(2) It extends to all the provinces and the Capital of the Federation 
and shall extend to such Acceding States as shall be their Instrument of 
Accession accept the subject matter of this Act as a matter with respect to 
which the Federal Legislature may make laws for such States. 

(3) It shall come into force on such date as the Central Government 
may, by notification in the official Gazkte, appoint. 

INTERPRETATION 

2. In this Act, unless there is anything repugnant in the subject or 

context : * 

{d) “Board” means the Board of Directors of the Corporation; 

{b) “Corporation” means the Pakistan Industrial Development 
Corporation established under this Act; and 

(c) “Prescribed” means prescribed by rules or regulations under 
this Act. 

ESTABLISHMENT AND INCORPORATION 

3. (1) As soon as may be after the commencement of this Act the 
Central Government shall establish a Corporation to be called the Pakistan 
Industrial Development Corporation. 

(2) The Corporation shall be a body corporate by the name of the 
Pakistan Industrial Development Corporation, having perpetual succession 
and a common seal with power, subject to the provisions of this Act, to 
acquire and hold property both movable and immovable and shall by the 
said' name sue and be 
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SHARE CAPITAL 


4 . (I) The authorised share capital of the Corporation shall. be one 
^ crore of rupees, divided into one hundred full paid-up shares of one ialch of 
rupees each, of which twenty-five shares shall be issued in the first instance 
and the reriiaining shares may be issued from time to time by the Corporation 
mill the previous sanction of the Central Government. 

(2i Nothing in sub-section (1) siiall prevent the Coiporation from 
increasing the capital, as it' may think fit, with the previous sanction of the 
Central Government, 

I .MANAGEMENT ^ 

i 5. (1) The general direction and administration of the Corporation 
i and its a.:ffairs shall vest in the 'Board, which may exercise all powers and do 
I all acts and things which may be exercised . or done by the Corporation. 

' (2) The 'Boai*d in .discharging its ■ functions shall act on commercial 
I considerations and shall be guided on questions- of policy involving the 
i national interest (including commemial and industrial interest) by such direc- 
I tions as the Central Government, which shall be the •sole judge whether the 
i national interest is involved, may give it from time to time. 

I (3) If the Board fails to obey any direction as aforesaid the Central 
I Government may remove the Directors, including the Chairman, and not- 
i withstanding anything ,in section 6 appoint persons in. their place to be 
I .Directors temporarily until fresh Directors are .appointed under that section: 

i Provided that- only the provisions of clauses (a), (b) and (o) of su'b- 
I section. (2) of the said sectio.n s.hali apply to persons appointed under this 
I sub-section to be Directors temporarily. 


I APPOINTMENT AND TERM OF OFFICE OF DIRECTORS 

j 6. (I) The Board shall consist of five .Directors to be appointed by 
I the Central Government : - ■ ^ 

.Provided that the fitst Board may, for so long as the Central Govern- 
■ . ment sees fit, consist of three Directors. 

I (2') Each .Director shall — 

(a) be h who'.le-time officer of the Corporation; 

(b) perform such duties as the Board may by regulations assign 
to him; 

(c) divest himself of any directorship or other interest .held by 
him in any other Co:rporation.,. company or concern other than 

.| . public co.mpaiiies sponsored-. 'by the Corporation under siib- 

I section '(2) of Section J.4 before, assuming 0 '.ffi.ce as Di:rector; 

I , (d) , hold office for .a te.rm of t'liree .^^ears unless .sooner removed by 

I ■ the-'Central Government and -may be appointed thereafter for 

! a further term or terms of such duration as the Central 

I . Government may in appointing him therefor, determine; and 

I (p) receive such salary and allowances as the Central Govern- 

I ment may determine, 

I Provided that the Central Government may in exceptional circums- 
tances where it considers it necessary to do so in the public interest exempt 
by a special order any person who has been appointed or is about to be 
I appointed a Director from the application of clauses (a) and (c) of^this 
.j sub-section. - 

I 7. (1) The Central Government shall appoint one of the Directors to 
j be Chairman of the Board:: ' 

I (2) Subject to his continuing to hold office as a Director, the Chair- 
j man shall hold office as Chairman for a term of three years and subject to 
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aforesaid shall remain in, office as Chairman thereafter until his successor j 
in that office is ^appointed and may, subject as aforesaid, be reappointed to ! 
hold that office for a further like term or terms. I 

DISQUALIFICATION OF DIRECTORS 

8. (1) No person shall be or shall continue to be a Director who — 

(р) is or at any time has been convicted of an offence in- 
volving moral turpitude; or 

(h) is or at any time has been adjudicated insolvent; or 

(с) is found a lunatic or becomes of unsound mind; or 

(d) is or at any time has been disqualified by an order under 
the Public and Representative Offices (Disqualification) 
Act, 1949; or 

(e) is a minor. . ' ■ j 

(2) No Director shall continue in office after absenting himself from 
three consecutive meetings of the Board without the leave of the Chairman 
or, in the case of the Chairman, of the Central Government. 

APPOINTMENT OF OFFICERS, ETC. 

9. The Corporation may appoint such Officers, advisers and 
employees as it considers necessary for the efficient performance of its 
functions on such terms and conditions as it may see fit. 

.MEETINGS OF THE BOARD 

10. (1) The meetings of the Board shall be- held at such times and I 
such places as may be prescribed. 

Provided that until regulations are made in this behalf such meetings 
shall be convened by the Chairman of the Board. 

(2) To constitute a quorum at a meeting of the Board — 

(a) so long as the first Board consists of three Directors, not less 
than two Directors shall be present, and 

(b) when the Board consists of five Directors not less than three | 

Directors shall be present. I 

(3) Each Director including the Chairman shall have one vote, and | 

in the event of an equality of votes the Chairman shall have a second or I 
casting vote. ! 

(4) If for any reason the Chairman is unable to be pi'esent at a meet- i 

ing, the Director so authorised by him in writing shall preside at that meeting, | 
and in default of such authorisation the Directors present shall elect a Chair- ! 
man to preside at that meeting. | 

HEAD OFFICE' I 

ID The Corporation shall establish its Head Office in Karachi and I 
sMl, as soon as may be establish an office in East Bengal. | 

DEPOSIT ACCOUNT | 

12. The Corporation may open a deposit account with the State i 

Bank of Pakistan or with any Agency of the State Bank other than a Govern- ! 
ment Treasury or with the prior approval of the Central Government, with i 
any other bank. ' ' I 

^ INVESTMENT OF FUNDS ■ 

13. The Corporation may invest its funds in any securities of the 
Central Government or a Provincial Government. 
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BUSINESS WHICH THE CORPORATION SHALL TRANSACT V 

14. (I ) Tile Corporation shall submit, for the approval of the Central 
Government, schemes for the establishment of the indiistries. specified in 
i the Schedule to this Act. 

^ (2) The Corporation shall, as soon as may be able proceed to give 

' effect to any scheme so approved by sponsoring public companies (lierein- 
I after referr^i^ to. in this section as 'The aforesaid companies'') incorporated 
i under the Companies Act, 1913, and independent of each other and having 
I as their object manufacturing undertakings in the industry conce.rned: 

Provided that before sponsoring any said company the Corporation 
shall obtain the approval of the Central Government to the Company’s 
capital structure. ' , ' ; 

! (3) The Corporation shall, unless otherwise directed by the Central 

; Government, act as Managing Agents for the aforesaid companies, and may, 

I with the prior concurrence of the Central Government, relinquish the * 

I managing agency in favour of any company. 

I (4) Nothing in section 87A of the Company Act, 1913, shall apply to 
I the Corporation. 

I (5) The Corporation shall be represented on the Board of Directors 
I of the aforesaid companies. 

(6) The Corporation may issue the capital required by the aforesaid 
I companies for public subscriptions, and if any portion thereof remains 
! unsubscribed for a period of four months from the date of issue, that portion 
I shall be subscribed for by the Corporation on behalf of the Central 
i Government. 

(7) The Corporation may underwrite the whole or any portion of the 
share capital so issued. 

(8) The Corporation shall, when it considers the time opportune, sell 
j or transfer the shares subscribed for by it under sub-section (6): 

I Provided that no such sale or transfer shall take place at a rate below 
I the market quotation or below the par value of such shares without the previ- 
I oils sanction of the Central Government. 

(9) The Corporation may, with the previous sanction of the Central 
I Government and on such terms and conditions as may be approved by the 
I Govermnent borrow in foreign currency from the International Bank of 
j Reconstruction and Development or otherwise moneys required for develop- 
I ment. of industries specified in the Schedule to this Act. 

I “15. Audit — (1) The accounts of the Corporation shall be audited by 
; auditors holding certificates under section 144 of the Companies Act, 1913, 
who shall be appointed for that purpose by the Corporation with the previ- 
: ous approval in writing of the Central Government. 

(2) Notwithstanding the audit provided for by sub-section (1), the 
Comptroller and Auditor-General ofPakistan (hereinafter referred to as the 
Auditor-General) shall audit or cause to be audited the accounts of the 
; Corporation. , 

i (3) The Auditor-General shall also hold, or cause to be held, a test 

audit of the undertakings wholly owned by the Corporation and of the com- 
panies of which the Corporation is the Managing Agents, and in the event of 

; a test audit disclosing irregularities, the Auditor-General may carry out, or 
: cause to be carried out, such further audit as he considers necessary. 

(4) The Corporation and every such undertaking and company as 
: is referred to in sub-section (3) shall produce the accounts, books and 
connected documents, at the place where they are normally expected to be 
, available, and furnish such explanations and information as the Auditor- 
i General or any officer authoiized by him in this behalf may require at the 
1 time of audit. 
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(5) The Auditor-General shall, in holding the audit, keep in view the i 

provisions of sub-section (2) of section 5 and state in his report- how far in i 
his opinion these provisions have been complied with. I 

(6) The Auditor-General shall, while holding the audit, take into ! 
consideration the fact that the Corporation is a commercial organization.” ! 

ACCOUNTS I 

16. A statement of its accounts audited by the auditors referred to in | 
the sub-section (1) of section 15 shall be furnished to the Central Government i 
by the Corporation as soon as possible after the end of every financial year. 

ANNUAL RETORT I 

17. The Corporation shall, as soon as possible after the end of every ; 

finaneiai year, submit an annual report to the Central Government on the ; 
conduct of its affairs for that year^ and on its proposals for the next ensuing | 
financial year. ' j 

REPORTS FOR THE LEGISLATURE 

1*8. The Central Government shall lay before the Central Legislature, 
as soon as possible after the end of every financial year, the audited statement | 
of accounts referred to in section 16 and the annual report referred to in | 
section 17, together with such, observations as the Central Government may ! 
see fit to make. „ ! 

POWER OF central GOVT. TO MAKE RULES 

“19. The Central Government may make rules for carrying out the 
purposes of this Act and such rules may inter-alia provide for regulating all 
or any of the following matters, namely : 

( 1) Relinquishment of managing agency in favour of any company. 

(2) Manner of keeping accounts of the Corporation and the com- 
panies sponsored by it. | 

(3) Recruitment of officers, advisers and employees of the j 

Corporation. “ | 

(4) Terms and conditions of service of the officers, advisers and 
employees of the Corporation, including the functions of 
advisers. 

(5) Borrowings by the Coiporation. 

(6) Purchase and sale of goods by the Corporation. 

(7) Such other matters relating to the administration of the 
afiiiirs of the Corporation which the Central Government 
think fit to regulate by rules.” 

POWER OF BOARD TO MAKE REGULATIONS 

“20. The Board may, with the previous sanction of the Central 
Government, make regulations to provide for all matters, not provided 
for in the rules made under Section 19, for which provision is necessary 
or expedient for carrying out the purposes of this Act and the said rules.” | 

(2) In particular and without prejudice to the generality of the fore- | 
going power, such regulations may provide for— 

(а) the meetings of the Boards; | 

(б) the investment of the corporation’s funds; and [ 

(c) the sale or transfer of shares under sub-section (8) of i 

, section 14. ' 
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RULES AND REGULATIONS TO BE LAID BEFORE THE LEGISLATURE 

21. All rules and regulations made under this Act shall be published 
ill the official Gazette and shall come into force upon such publication and 
shall be laid thereafter as soon as may be before the Central Legislature. 

POWER TO AMEND SCHEDULE 

22. (i) The Central Government may from time to time by notifi- 
cation ill the official Gazette amend the Schedule to this Act so as to include 
therein or exclude therefrom any industry or vary the description of any 
industry included therein. 

(2) No notification shall be made under sub-section (1) unless it has 
been laid in draft before the Central Legislature and has been approved by 
a resolution, whether with or without modification or addition, but upon 
such approval being given the notification may be issued in the form in which 
it has been so approved. 


SCHEDULE 

1. Jute 

2. Paper 

3. Heavy Engineering including Iron & Steel but excluding Ship- 
building 

4. Shipbuilding 

5. Heavy Chemicals other than fertilizers 

6. Fertilizers 
and 

7. Sugar 

8. Cement 

9. Textiles 
and 

10. Natural Gas 

11. Chemicals Pharmaceuticals and Dyestuffs 
and 

12. Development of Power from Sui Gas 
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*Includes Aid of Rs. 7.83 million from N’ land. **Includes World Bank loan of Rs. 46.20 Million. 
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THE MANAGEMENT OF PUBLIC INDUSTRIAL I 

ENTERPRISES IN THE PHILIPPINES^^ I 

By 

GERMAN T. DANQUE 

The real period of industrial development in the Philippines may be 
counted from the days following the inauguration of the Philippine Republic, 
for it was only then its political leaders realized the necessity of aspiring 
for economic independence, at least in a relative sense, after political 
independence. 

In 1916, the Philippine Legislature, by virtue of Act No. 2574, authoriz- 
ed the purchase of the Manila Railroad Company by the Philippine Govern- 
ment. The purchase of the Company was apparently decided upon in order | 

(1) to liquidate the accounts of this Company with the Government and | 

(2) that the government may have at its disposal and control, means to I 

transport products to the different points where they may be sold locally or | 
to the ports from where they may be exported abroad. ! 

In the same year, the Philippine Legislature also approved Act No. | 
2612, creating the Philippine National Bank so that the Government through j 
the said bank may grant credit to agriculture, commerce and industry, and | 
thereby accelerate the country’s economic development. In 1919, the Legis- i 
lature again passed Act No. 2849, creating the National Development I 
Company (NDC) to “promote and maintain a general production by an i 
efficient coordination of the productive forces of the country, or otherwise, 
and to secure a stable market for Philippine products”, and to pursue those 
objectives the Company was authorized to “engage in commercial, industrial j 
and other enterprises which may be necessary or contributory to the econo- 
mic development of the country or important in the pubic interest.” 

In the first year of the Commonwealth, the National Assembly, by j 
virtue of Commonwealth Act No. 182, converted the NDC from a private 
corporation that it was, into the public corporation that it is today, in order 
that it could serve as an agency of the Commonwealth of the Philippines in 
the furtherance of its economic policies, and this was later on amended by 
Commonwealth Act No. 311 which granted the Company such additional 
powers as have been found to be necessary in order to enable it to fulfil its | 


*Tiie data, reports, legislation, description, and experiences cited are primarily | 
based on and cover the operations of the government owned/or controlled corpora- 
tions under the supervision of the Office of Economic Coordination, Republic of the j 
Philippines, which activities are industrial in nature. 

Grateful acknowledgement is due to Secretary Fable M. Cruz, Acting Adminis- 
trator, Office of Economic Coordination; Atty. Severino M. Salang, Department Legal 
Counsel; Mr. Diosdado J. Flor, Chief, Budget and Finance Administration; and to : 
the other personnel of the OEC f for their help and guidance and through whose 
cooperative efforts made possible the preparation of this paper. i 



mission with greater eflHciency. Under its present charter, the Company 
can undertake" any activity that may be found necessary to bring about 
national self-sufficiency and to develop foreign trade. 

At the time of inauguration of the Commonwealth, the new Govern- 
ment made a survey of all the problems, political, cultural, economic, etc., 
that needed adjustments, development and stabilization. In the economic 
adjustment work undertaken by the Commonwealth Government to prepare 
a stable economy for the independence of the Philippines, the Government 
decided to finance from its own resources as much of the necessary major 
economic activities as the capital already invested in the Philippines could 
not or would not handle. As this approach seemed to be the only way open 
to the Commonwealth Government to re-direct its economic system, it 
granted through the NDC the agencies that were considered necessary to 
implement the adjustment plans among which were the following : 

(1) Cebu Portland Cement Company (CEPOC) 

(2) National Rice and Corn Corporation (NARIC) 

(3) National Food Products Corporation (NFPC) 

(4) Insular Sugar Refining Corporation (INSUREFCO) 

I (5) National Footwear Corporation (NFC) 

j (6) National Warehousing Corporation (NWC) 

(7) People’s Homesite and Housing Corporation (PHHC) 

I 

I There are certain development projects which, by their very nature, 
cannot easily be undertaken by private initiative. These projects require 
enormous outlays which only the Government, due to its greater financial and 
credit resources, is in a position to undertake. Some instances in this case 
that may be cited are power development projects under the National Power 
Corporation (NPC), such as the Maria Cristina and the Ambuklao hydroelec- 
tric plants. Private industrialists hesitated to venture into such field, not 
only because of the huge initial outlay necessary, but also of the long period 
of time required before the enterprise would start earning profits. 

The same may be said of the steel mills and the shipways of the Nation- 
al Shipyards and Steel Corporation (NASSCO). The erection of such 
establishment is necessary for the industrial development of the country. 
The tremendous steel requirements of the country, which, at present, is 
being filled by importation, can be fully absorbed by the contemplated out- 
put of the NASSCO and other local steel plants. Considering that these 
projects call for the production of a material essential in the reconstruction 
of the economy of the county, it is not feasible at this time to lease the field 
entirely in the hands of private parties. 

Although a central agency known as the National Economic Control 
Board (NECB) was created in 1941 whose purpose was to co-ordinate and 
oversee the operation of the state firms, it was not able to function elfectively 
as war broke out several months later. In 1947, the NECB was abolished 
and was replaced by the Government Enterprises Council (GEC), whose 
functions in turn were taken over by the Department of Economic Co- 
ordination (DEC) which was created under Executive Order No.3 19, dated 
25 May, 1950. The present Office of Economic Coordination (OEC), an 
instrumentality which supervises the government owned or controlled 
corporations, was created under Executive Order No. 386, issued by the 
President of the Philippines on 22 December, 1950, by virtue of the powers 
vested in him by Republic Act No. 422, otherwise known as the Reorganiza- 
tion Law. 

The government corporations had been entrusted with the broad 
functions of improving the Philippine economy, industrial and agricultural 
I production and development including generation of power, public utilities 
I and financing. It is noted also that the government corporations in the 
i Philippines have been charged with the attainment not only of the economic 


NOTES 


developments but also of social objectives. Amelioration of the masses in 
urban aiid rural areas is primarily a government function. Normally, the 
task is entrusted to a regular government unit. In view, however, of the | 
the exigencies of the times, specially so after the Second World War some I 
activities have been entrusted to government corporations. Some of the | 
corporate instrumentalities whose functions were mostly of social nature were 
the National Charity Sweepstake Office (NCSO), the People’s Homesite 
and Housing Corporation (PHHC), the National Resettlement and Rehabi- 
litation Administration (NARRA), etc. It may be stated in passing that the 
successful attainment of industrial and social objectives is clearly related with 
economic laws. It is hard to conceive social improvements without a corres- 
ponding increase in the economic field of the country. 

CORPORATIONS IN THE OEC GROUP, | 

As of this writing, the Corporations that have assets of over a billion i 
pesos are only the twelve under the OEC or those in the so-called OEC 
Group. I 

These twelve corporations are classified in accordance with the nature | 
of their activities: i 

i 

Group /—Industrialization, production and development 


Name of Corporation 


Activities or business 


1. CEPOC 

2. NDC 

3. NPC 

4. NASSCO 


Cement, coal and marble. 

Textile, stock investments, land dis- 
tribution, cotton and ramie growing 
and inter-ocean shipping. 

Hydroelectric power and fertilizer. 

Steel, shipyards, reparation tools and 
repair shops. 


Gas, coal tar and appliances. 

Hostelry. 

Railway and bus transportation. 
Arrastre services. 

Air transportation. 

Life, properties and retirement insur- 
ance. 

Low-cost housing and subdivisions. 

GroM/7 /F— Procurement and distribution 

11. NARIC Procurement and distribution of rice 

and corn and price stabilization. 

CroMp F--~Scientific and technology research 

12. 1ST’*' Research. 

SCOPE AND IMPORTANCE OF THE PUBLIC INDUSTRY WITHIN THE COUNTRY 

The magnitude that the corporations play in the economy of the 
country may be gleaned from a summary of the annual reports of the Office 
of Economic Coordination for the fiscal years 1955-56, 1957-58 and 1958-59, 
as indicated below: ’ 

^Transferred to NSDB by R, *A. No. 1606, as amended by R. A. No. 2067. 


Group //—Public service and u 

5. MGC 

6. MHC 
7.. MRRCo 

(a) MPS. 

8. PAL 

Group ///—Social development 

9. GSIS 

10, PHHC 
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Highlights of operations and achievements of corporations and 
agent for FY 1957, 1958, and '1959. 


{a) General 

(1) Taxes paid to the Govt. 

(million pesos) 

(2) Persons employed 

(3) Salaries and wages paid 

(million pesos) 

(4) Profit made 

(million pesos) 

(5) Net Worth 

(million pesos) 

(6) Total Assets 

(million pesos) 


1958-59 

1957-58 

1956-57 

3.544 

30,190 

3.207 

38,855 

5.346 

25,886 

64.029 

61.006 

54.412 

18.479 

20.983 

22.050 

191.372 

180.620 

169.037 

1,335.738 

1,180.275 

1,000.223 


(b) Industrial production and other statistics 

1958-59 

1957-58 

1956-57 

Cement — bags (CEPOC) 

5,030,805 

4,225,474 

4,289,085 

Coal— tons (CEPOC) 

26,445.02 

50,370.89 

91,609.10 

Yam— kg(NDC) 

817,355.93 

809,835.59 

989,193.00 

Cotton piece goods 
(Textile) Yd (NDC) 

11,154,957.50 

11,456,431.20 

18,119,355.93 

Seed cotton (Cotton project) 
Kg. (NDC) 

696,332.60 

294,863.30 

418,568.12 

Electric energy sold — 

(NPC) 711,506,304.28 

575,654,273.89 

468,973,369.25 

Anhydrous Ammonia — m.t. 
(NPC). 

10,230.21 

S,673.27 

7,110.15 

Sulphuric acid~-m,t. 

28,081.60 

27,084.99 

20,884.03 

(NPC) 

Ammonium sulphate ferti- 
lizer (bulk) m.t. (NPC) 

37,015.67 

32,803.91 

26,410.87 

Steel bars— tons (NASSCO) 

8,623.08 

17,190.01 

14,332.85 

Ships repaired and drydock- 
ing, number (MASSCO) 

31 

40 

39 

Sales of reparati on tools, 
number (NASSCO) 

292 

363 

526 

Receipts from EIS job orders 
(million pesos) — 
(NASSCO) 

1.348 

2.067 

1.459 

Vessels lengthened — ^number 
(NASSCO) 

1 

2 

12 

(c) Public services and utilities 

1958-59 

1957-58 

1956-57 

Gas produced — cu.m. (MGC) 

. 11,098,780 

10,676,294 

9,332,067 

Residual tar produced— gals. 
(MGC) 

580,794 

526,790.10 

437,952.03 

Passengers, Ai r— number 
(PAL) 

573,073 

471,499 

412,419 

Cargo transported, Air- 
tons (PAL) 

9,373 

8,612 

6,740 

Passengers, Railway 
(MRRCo) 

9,475,973 

8,933,248 

8,620,583 

Passengers, Bus lines 
(MRRCo) 

4,761,650 

4,535,020 

3,760,050 

Freight Cargo, Railway tons 
(MRRCo) 

1,186,749- 

1,314,231 

1,190,392 



NOTES 


Express Cargo. .Railway tons ' 
(.MR.RCo) , 

55,437 

57,092 

56,255 I 

Import Cargo Ha,iidled— tons 

(,m:,ps) 

❖ 

1,439,474 

1,456,174 ; 

Export Cargo Ha,nd!ed — tons 
(M.PS) 

rl: 

31,801 

26,495 ; 

Transit & International 

Cargo Handled — tons 
(M'PS) 

‘Ai 

6,700 

6,710 : 

Shipside & .Bulk^ Cargo 
,Haiid,led — tons (M'PS) 

'At 

1,177,578 

666,736 

Passengers (Dona; vessels) 
number (NDC) 

152 

164 

201 

Cargo transported (Dona 
Vessels) tons (NDC) 

101,704.82 

90,827.60 

121,745.12 

C 11 s tom ers Served — esti mated 
number (MHC) 

196,000 

190,000 

180,000 

(d) Social development 

1958-59 

1957-58 

1956-57 

Life insiirance policies 
written, million pesos 
(GSIS) 

83.327 

70.560 

90.669 

Retirement insurance — no. of 
members (GSIS) 

225,033** 

214,010** 

195,687** 

Property insurance written 
million pesos (GSIS) 

803.699** 

790.138** 

718.503** 

Benefits paid — million pesos 
(GSIS) 

28.850 

32.674 

25.962 

Investments made (GSIS) — 

1 . Loans granted — 

(a) Salary loan (million 
pesos) 

40.474 

34.941 

37.389 

{b) Policy loan (million 
pesos) 

14.546 

10.254 

11.176 

(c) Real estate loan 
(million pesos) 

21.427 

43.756 

24.833 

Cash collections — million 
pesos (GSIS) 

134.922 

120.708 

170.45 

Tenants served (Sabani 

Estate) number (NDC) 

664 

634 

615 

Housing units completed 
(PHHC)No. 

540 

385 

1,546 

Housing units sold— number 
(PHHG) 

186 

460 

363 

Families benefited by low 
rental housing No. 

(PHHC) 

9,496 

9,307 

8,688 

Lots sold (PHHC) 
id) Lots^ — number 

1,448 

1,675 

727 

{b) Area — square metres 

723,251,1 

1,007,053.4 

434,421.5 

(c) Cost in million pesos 
(selling price) 

8.494 

10,998 

3.449 


*No data available in OEC. 
**Total at the end of fiscal year. 
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Paiay purchase locally. 

1958-59 1957-58 

1956-57 

cavans (NARiC) 

Rice ■Imported— cavans,. 56 , kl 

3,200,000 

2,800,000 

.net (NARIC) 

Rice sold— cavans, 56 kl 

* 2,087,875.00 

538,486.00 

(NARIC) 

Co.r.ii purchased locally — 

* 3,921,039 

2,135,860 

cavans (NARIC) 

Corn sold, Imported — cavans 

914,935.00 

211,000.00 

x:naric) 

Corn sold, local— cavans 

* 157,973.00 


(NARIC) 

Rice and corn mixed sold — 

178,711.00 

348,734.00 

cavans (NARIC) 

* 50,327.00 

16,095.00 

During the FY 1958, the major commodities produced 

by public Indus- 


trial enterprises and their approximate percentages to total national produc- 
tion and to total domestic consumption were as follows: 


percentage of Percentage of 
total national total domestic 


Commodity 

Quantity 

production 

consumption 

Anhydrous Ammonia 
Ammonium Sulphate 

8,673 M.T. 

100 

91.1 

Fertilizer 

32,803 „ 

100 

48.9 

Cement 

4,225,000 bags 

29.8 

26.7 ■ 

Coal 

50,370 M.T. 

33.4 

33.39 

Cotton Piece Goods 

11,456,000 Yd 

12.8 

0.81 

Cotton Yarn 

810,000 Kg 

20.5 

7.23. 

Cotton Seeds 

295,000 Kg 

100 

96 

Electric Energy 

575,754,274 kWh 

34.6 

34.6 

Steel Bars 

17,190 M.T. 

29.0 

29.0 

Sulfuric Acid 

27,085 M.T. 

91.1 

91.1 

City Gas 

10,676,294 C.M. 

100 

100 

There are in operation 25 public factories and plants located in various 


parts of the country, which produced these commodities and are itemized 
as follows : 

Fertilizer plant (NPC) . . . . . . 1 

Cement plant (CEPOC) .. .. .. 1 

Coal mines (CEPOC) .. .. ..2 

Textile mills (NDC) .. .. ..2 

Cotton project (NDC) . . . . . . 1 

Hydroelectric plants (NPC) . . .. 11 

Diesel electric plants (NPC) . . . . 2 

Steel mill (Merchant Bar) (NASSGO) 1 

Shipyard (NASSCO) .'. .. 1 

Metal fabricating and repair shops (NASSCO) . . 2 

City gas plant (MGC) . . .. .. 1 

Total .. .. 25 

RESULTS OF OPERATIONS AND FINANCIAL CONDITION 

The result of combined operations and financial condition of the cor- 
porations in the OEC group as reported in the annual report of the OEC 
for FY 1958 is quoted as follows : 

(A) Financial operatzon— The -combined financial operation of the 12 
corporations in the OEC group during the year under review showed 


*No data available in OEC. 
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a decrease 'of 1 . 066 ,, :m„illioii 'pesos, compared to tlie^ previous | 
year, as a result of the recent world-wide business recessi 0 , 11 . which ,| 
directly affected NDC in the Philippine National Lines and MPS. | 
Hereunder are the salient features of the results of the combined j 
operation during the period. ! 

(a) Income ^ I 

The gross income amounted to 336.454 million pesos as j 
against 278.053 million pesos in the previous fiscal year, | 
showing an increase of 58.401 million pesos or about 21 %. This | 
income helped stabilize prices of cereals, textiles, cement, 
fertilizer, and steel for the consuming public ; construction of : 
low-cost housing for the low-income families; generation of | 
electric power and gas service at low cost to promote indus- 
trialization; maintain reasonable transportation rates and ; 
improved services; and provide funds for realty and salary 
loans, insurance coverage, etc. 

{b) Expenses \ 

The total cost of sales and other operating expenses amounted i 
to 315.471 million pesos. This brought about the employ- | 
ment of over 28,837 persons who received 61.006 million pesos 1 
iii salaries and wages; standardization of the cost of commo- | 
dities and/or services sold, thereby benefiting ultimately the | 
general public; and earning for the government of 3.207 | 
million pesos in taxes for the lending institutions of 13.94 ! 
million pesos by way of interest charges on money borrowed, | 
and conservation of dollar reserves due to the reduction in | 
importation and production of needed goods. I 

(c) Profit I 

The overall net profit which amounted to over 20.98 million | 
pesos, in effect, helped preserve capital investment ; particularly i, 
answered for expansion; and proved to private capital the | 
possibility of a fair return on investment to attract it to take I 
over. ^ I 

This Office (OEC) has directed corporations which made | 
reasonable profits such as the NPC and MRRCo, to use por- | 
tions thereof for payment of their matureh amortizations, j 
especially interests unpaid. ^ I 

For a bird’s eye view of the status of the financial operation I 
of each individual corporation, there is hereunder presented | 

’a comparison of profits and losses in fiscal years 1958 and I 

• ! 



PROFIT (Loss) 

(million Pesos) ■ 


1958 

1957 

Increase 

(Decrease) 

Cebu Portland Cement Company 

0.136 

0.674 

(0.538) ! 

Government Service Insurance System 

7.283 

6.550 

0.633 i 

Institute of Science and Technology 

0.154 

0.067 

0.087 

Manila Gas Corporation 

0.709 

0.759 

(0.050) ! 

Manila Hotel Corporation 

0.119 

0.103 

0.016 : 

Manila Railroad Company 

4.216 

3.644 

0.572 ! 

(a) Manila Post Service 

0.800 

1.671 

(0.871) 1 

National Development Company 

(0.818) 

1.291 

(2.109) 

National Power Corporation 

1.132 

0.206 

0.926 

National Rice and Corn Corporation 
National Shipyards and Steel 

1.115 

(0.586) 

1.701 

Corporation 

Philippine Homesite and Housing 

0.013 

0.459 

0.558 

Corporation 

2.586 

2.028 

0.558 

Philippine Air Lines 

3.538 

5.084 

(1.546) 

Total 

20.983 

22.050 

(1.067) . 
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The overall net profit of the corporations and agencies may be attri- 
buted principally to : 

(a) More efficient management; 

(b) Rigid economy through effective budgetary control; 

(c) Better and more economical methods of operations; 

(d) Effective implementation of economic plans; and 

(^) Increase in the volume of business and proportionate decrease in 
production costs. 

(B) Financial condition — 

(d) Assets 

As of 30 June 1958, the value of ail assets of the corporations 
and agencies in the OEC group amounted to over a billion 
pesos. The breakdown of these assets is shown as follows: 

Current Assets 264.340 million pesos 

Investments 420.139 „ 

Fixed Assets (Net) 436.447 ,, 

Deferred Charges 26.574 ,, 

Other assets 32.775 ,, 


LI 80.275 million pesos 

It is to be noted that the corporations in the OEC group have 
continued to expand and improve their services and to increase 
their benefits to the public. They cover broad sectors of the 
national economy, such as the production of essential com- 
modities as gas, cement, steel, textiles and fertilizers; trans- 
portation, like shipping, railroad and airlines; scientific and 
technological research; construction of low-cost housing 
units; procurement and distribution of cereals; and genera- 
tion of electric power to promote industrialization. 

(^') Liabilities 

As of 30 June 1958, the toal liabilities aggregated 999,655 
million pesos, broken down as follows: 

Current liabilities 138.368 million pesos 

Fixed (Long-term debts) 447.547 ,, 

Deferred credits 38.851 „ 

Liability reserves 359.779 „ 

Other liabilities 15.110 „ 

Total 999.655 million pesos 

Following is a statement of the status of Long-term debts, as 
of the end of the fiscal year : 

Total amount of principal 465,389,551.71 pesos 
Less : Payments made 21,188,330.09 pesos 

Balance of loan 444,201,221.62 pesos 

Status of amortization on above loan in pesos : 

Principal Interest Total 

Amortization due 120,451,848.79 70,687,752.82 201,139,601.61 

Amortization paid 21,188,330,09 39,708,530.60 60,896,860.69 

Amortization unpaid 109,263,518.70 30,879,222.22 140,242,740.92 

Because of the madequacy of paid-up capital, some corpora- 
tions had to bohrow touch beyond the safe margin of capital 
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equity iii order that: they may- be able. to, iiiidertake certain 
projects designed to bolster the national economy and to 
expand those already started to accelerate the economic 
development of the country. 

(/) Net worth 

As of 30 June, 1958, the total net worth of the 12 corporations 
in the OEC group amounted to 180.62 million pesos. The 
magnitude of the borrowing to which these government 
corporations had to resort to maintain their operations can 
readily be seen when the total net value of the assets is con- 
sidered to be over a billion pesos. The comparative status 
or proportion indicates strong dependence on borrowed 
money. 
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SUPERVISION OF GOVERNMENT CORPORATIONS 

it is believed that corporations engaged in general economical develop- 
ment should be placed under a central authority. 

Implementing most of the recommendations of the Committee on 
Reorganization of Government Owned or Controlled Corporations created 
in 1950, a central authority was devised, by the creation of the Office of 
Economic Co-ordination, known as the OEC. Acting pursuant to the power 
granted him by law under Republic Act No. 422 to reorganize the Govern* 
ment, President Quirino issued Executive Order No. 386 creating the OEC 
cited above. 

POWERS OF THE OEC 

The powers then of the OEC as the central authority over the economic 
development corporations are defined in said Executive Order No. 386 
(which, although an Executive Order only but having been issued by virtue 
of the reorganization powers of the President granted by law, has never- 
theless the force of law). Said powers and/or authority are the same 
powers and/or authority granted to its Administrator. As stated in Section 
3 thereof, said powers, functions and authority are : 

SEC. 3. The Administrator shall : 

"‘(a) direct, coordinate, and supervise the implementation of the 
economic rehabilitation and development programme, which may 
be undertaken by the Government with financial assistance in 
loans and grants from the United States, and adopt such policies 
and measures as may be necessary to provide for and obtain 
effective, efficient, economical and integrated execution of the 
said economic rehabilitation and development programme 
through corporations owned or controlled by the Government, 
or other instrumentalities now existing or which may hereafter 
be formed or organized for the development of the national 
economy, and through participation by private enterprise, with 
the view to extending to the greatest number among the masses 
their just share in the benefits of a more productive and stable 
economy. 

“(/?) supervise, as a vigilant stockholder, corporations owned or 
controlled by the Government (except the Central Bank of the I 
Philippines, the Rehabilitation Finance Corporation and the | 
Philippine National Bank) for the purpose of insuring efficiency i 
and economy in their operations and effective accomplishments j 
of the objectives for which they were created, and to this end | 

''(1) vote the shares of stock owned by the government and by I 
its instrumentalities and exereise all the rights of a stock- 
holder in stock corporations owned or controlled by the 1 
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i governnient, and recommend to the President of the Phili- 

ppines changes in, and the persons to be selected, as, 
menibersofthe boards of directors and managing heads of 
both stock and nonstock corporations and instrumentalities; 

''(2) pass upon new development programmes and projects, 
and upon programmes of activities and annual and 
supplemental budgets of income and expendi tures approved 
by the respective boards of directors of the said 
corporations; 

“(3) cause periodic checks, analysis and appraisals of accom- 
plishments, and financial operations and condition of the 
! said corporations. 

“(c) carry out the policies and measures formulated, and projects 
recommended by the National Economic Council and duly 
; approved by the President of the Philippines, affecting govern- 

I ment-owned or controlled corporations; 

; “(d) perform such other functions, as may be directed or delegated to 

the Administrator by the President of the Philippines, or as may 
I be authorized by law.” 

I It was originally intended for the OEC to be the agency to “direct, 

I coordinate and supervise the implementation of such programme,” as well 
I as to “adopt such policies and measures as may be necessary to provide for 
I and obtain effective, efficient, economic and integrated execution of the said 
I ...programmes.” 

The power therein conferred as above-mentioned was, however, to be 
exercised “with the view to extending to the greatest number among the 
masses their just share in the benefits of more productive and stable economy.” 

i However, a little time later, another office known as the Philippine 
I Council on United States Aid (PHILCUSA) was likewise created which 
1 furthermore was placed under the National Economic Council (NEC). 

This latter Office handled thenceforth the problems relating to aids 
from the United States that were given through channels other than the 
development corporations. 

I OEC SUPERVISORY POWERS 

I What appears as the major and controlling function and/or power 
I of the OEC however, is found in the function and/or power of the Adminis- 
trator, to wit : 

'"Supervise, as a vigilani stockholder, corporations owned or con- 
trolled by the government (except the Central Bank, Rehabilitation 
I Finance Corporation and the Philippine National Bank).” 

i The Government Corporate Counsel (GCC), commenting on such 
: power, states in an opinion* that V ^ ^ ^ ^ ^ ^ ^ 

“The power of the President of. the Philippines as a Vigilant 
stockliolder’, therefore, should not be likened and compared strictly 
with the rights of the stockholders of purely private corporations. 

; With the growing tendency of recognizing that the Government in the 
I promotion of the security and welfare of the people may itself carry on 

I certain business activities, it is probable that the decision in the case of 

I National Coal Co. v Coll, of the Internal Revenue (46 Phil-583, ruling 
I that the mere fact that the Government happens to be a majority stock- 

; holder does not transform such business enterprise into a public corpo- 

ration), has been to some extent impaired. (Fernando Municipal 
Corporation, p.3) 


*GCC Opinion No. 89^ s. of 1957. 



believe that although the Board of Directors is empowered ' 
under Sec. 9(a) of Republic Act No. 663 to appoint the General Mana- 
ger, making no mention of further consent of confirmation of some 
other authority, the President is not precluded from exercising his 
power of supervision and control over appointments. The law (R.A. 
No. 663) does not specifically mention that supervision and control 
over appointments were divested from the President, and even if he 
was so specifically divested, said action would be of doubtful legality. 
While the legislative branch may create an office, it is for the Executive | 
to fill it. tSus, in the case of the Government of the Philippine Island 
V. Springer, 50 Phil. 259, the Supreme Court held that the incorporation 
of a government owned or controlled corporation does not serve to 
disconnect the same from the Government and executive control and 
that it remains an agency or instrumentalities of the Government. 

'‘The incorporation of the National Coal Company has not 
served to disconnect the Company of the stock which the Government | 
owns in it from the Government and executive control. .Unlike the 
Government, the Corporation may be sued without its consent, and is 
subject to taxation. Yet the National Coal Company remains an 
agency or instrumentality of the Government... | 

“It further is incontrovertible that the Government, like any 
other stockholder, is justified in intervening, in the transactions* 
in the corporation, and in protecting its property rights in the corpora- 
tion. Public funds were appropriated to create the National Coal 
Company, These funds were used to purchase stock. The voting of 
the government stock is the prerogative of the corporations. It is a 
transaction, but not of, the corporation. The stock is property. The 
Government, the owner of the majority stock in the company, natural- 
ly dominates the management of its property. The Government may 
enforce its policies and secure relief and through the corporation and 
as a stockholder. 

“Based on all the foregoing considerations, we deduce that the 
power of appointment in the Philippines appertains, with minor 
exceptions?, to the executive department; that membership in the 
voting comniitte in question is an office of executive function; that the 
National Coal Company and similar corporations are instrumentalities 
of the Government, that the duty to look after government agencies 
and governinent property belongs to the executive department 

“Webelieve further, that all employees. ..are under the ‘control and 
supervision’ of the President unless the President waives the said right 
over some of the employees as he did over subordinate officers in 
Section 12 of Executive Order No. 399. In the absence of said waiver, 
the President may exercise either by himself or through some deligated 
body, his opower of ‘supervision and control’. 

“The President in the exercise of his power of ‘supervision and 
control’ as a vigilant stockholder of government owned or controlled 
corporations, for the purpose of ‘insuring efficiency and economy 
in their operations and effective accomplishments of the objectives 
from which they are created’ [Sec. 3(b) of Executive Order No. 386], 
may approve, disapprove or may modify rates of compensation for 
appointments whether original or promotional, regardless of the re- 
commendation of the NARIC Board of Directors. The President’s 
freedom of action in this case cannot be limited to the powers and 
rights enjoyed by stockholders of purely private corporations as ths I 
NARIC is a ‘public quasi-corporation’.” 

OBSTACLES FACING THE OEC 

If there is a, weight to the opinion however, that the OEC has not been 

more successful in co-ordinating government in business or in the direction 
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NOTES i of ' the country's development . economy — it may well be because of a 
I major defect in its basic law. 

I Section 4 of Executive Order No. 386 provides : 

! ‘‘The provisions of Section 3(A) hereof notwithstanding, the Boards 

I of Directors of the corporations owned or controlled by the Govern- 

I nient shall maintain their autonomy, subject only to such public policy 

I as may be established or as directed by the President.” 

The Section 4 tends to nullify in many instances the functions of the 
OEC under Section 3 of Executive Order No. 396. 

It may have been inserted in the law because of the inherent and basic 
nature of a corporation, in general. However, the dividing line between 
corporate matters over which the Board of Directors should have autonomy 
is sometimes not clearly defined or distinguished from those involving “public 
policy”. The result is that, in practice, there has been cast a shadow over 
OECs supervisory authority. In fact, it has been necessary on many occa- 
I sions, for the President to issue, as he has issued, directives to clarify this 
point. 

Because of this section which, as mentioned, casts a shadow of doubt 
on the OECs powers and authority — certain corporations at sometime or 
another maintain what it seems aloofness or coolness as against the supposed 
I central authority. 

j Another factor that appears to aggravate the situation mentioned above, 

I is the fact that most managers of the corporations in the OEC group receive 
I higher salaries than the very OEC Administrator. For although the latter 
I indeed has Cabinet rank and pay, that is however only 12,000.00 pesos per 
j annum. Whereas, certain corporation managers receive 20,000.00 pescs or 

i even more. Again, this contributes in no small measure to certain corpora- 
I lions’ feeling of superiority over the central directing body. 

j THE president’s POLICY REGARDING THE OEC 

ii The above-mentioned corporate indifferences to the OEC has some- 
i what been dispelled however, because pursuant to the self same Section 4, 

the President in the recently passed administration has on two occasions laid 
down the policy on this matter of corporate autonomy, as regards the OEC. 

Thus, the President directed that : 

I “...the Office of Economic Co-ordination require government 

I owned or controlled corporations under its jurisdiction to report to 

I that Office all corporate transactions of a major character, particularly 

I those involving awards of contracts for the needs and operations of 

j said corporations, so that the same may be reviewed by that Office 

or approved, if the latter is required...” 

Again, barely seven months later— he issued another directive that : 

“...the governing bodies and management thereof submit to you 
for appropriate action alb matters involving corporate policies 
including the pricing of the goods produced, and the disposal of pro- 
perties owned by them.’V 

Citing the later directive, on 24 July, 1957, the Government Corporate 
Counsel in part of his Opinion No. 137 stated the following : 

' “In order to implement the above-mentioned directive of the Pre- 

sident, on August 23, 1954, the Administrator of Economic Coordina- 
tion issued OEC General Circular No. 14 for the guidance of The 
Chairman of Governing Boards, Managing Heads and Auditors of 
Government owned or controlled corporations in the OEC Group,’ 
which i s t extually as follows : 
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( 1 ) Corporate policies adopted by the Board of Directors and/or | 
Management, including the pricing of goods produced and the j 
disposal of corporate properties, shall not take effect until j 
approved by the Office of Economic Coordination. 

(2) All resolutions, except those purely administrative in charac- 

ter, upon being finally adopted by the Board of Directors, 
shall, within seventy-two (72) hours from their adoption, 
be submitted to the Office of Economic Co-ordination for 
approval I 

(3) Pending approval of any resolution, no action shall be taken 
thereon, except for very extraordinary reasons or emergency 
have been previously taken up by Chairman of Board of 
Directors or the General Manager, as the case may be, with 
the Administrator of Economic Co-ordination; Provided, that | 
resolutions adopted pursuant to directive of the Office of i 
Economic Coordination shall be carried out or implemented 
without need of further approval by OEC of said resolutions. 

(4) The Administrator of Economic Coordination shall be 

immediately consulted about urgent matters. Subjects of 
consultation shall be related in appropriate memoranda, 
stating facts of the case or matter; issues or policies involved; | 
and, action contemplated thereon by the Board of Directors | 
and/or the Management.’ | 

"Trom the foregoing, it is clear that corporate policies of govern- i 
ment corporations do not take effect until approved by the OEC. 
Since CEPOC is a corporation owned or controlled by the government; 
its corporate policies, such as profit-sharing and Christmas Bonus | 
treated in Articles 11 and V of the Bargaining of Agreement of February j 
1, 1957, hereinabove referred to, must be approved by the OEC, 
Such being the case, the consent or acceptance made by CEPOC on 
Profit-Sharing’ and ‘Christmas Bonus’ mentioned in Articles II and 
V of the Agreement, was not absolutely qualified, the qualification 
being that its action was subject to approval by OEC. Since OEC 
disapproved the same, CEPOC cannot legally be deemed to have given 
its consent and therefore is not legally bound by the provisions on 
‘Profit-Sharing’ and ‘Christmas Bonus’ as now worded in the Bargain- | 
ing Agreement of February 1, 1957. 

“It may be contended by the labour unions that whatever matters 
relative to terms on conditions of employment arrived at in the said 
Agreement, are final and binding, in accordance with the following 
provisions of the New Civil Code, to wit: 

‘ ART. 1306. — The contracting parties may establish such 
stipulations, clauses, terms and conditions as they may deem 
convenient, provided they are not contrary to law, morals, good ■ 
customs, public order, or public policy. I 

‘ART. 1308.— The contract must bind both contracting 
parties, its validity or compliance cannot be left to the will of one 
of them. 

‘ART. 1700.— The relations between capita] and labour are 
not merely contractual. They are so impressed with public 
interest that labour contracts must yield to the common good. 
Therefore, such contracts are subject to the special laws, on labour 
unions, collective bargaining, strikes and lockouts, closed shop, 
wages, working conditions, hours of labour and similar subjects. I 

‘ART. 1704.— In collective bargaining, the labour union or i 
members of the board or committee signing the contract shall be 
liable for the non-fulfilment thereof.’ | 
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* ‘However,., in ■ the case of the Go venioient of the P,hil ippine Island s 
vs. Springer 50 Phil. 259, 288, the Supreme Court held that ‘the incor- 
I poratioii of a government-owned or controlled corporations does not 
serve to disconnect the same from the Government and the executive 
control and that it remains an agency or instrumentalities of the 
Government and that the duty to look after government agencies and 
government properties belong to the Executive Department. When 
Tabour unions enter into collective bargaining agreements with govern- 
ment owned or controlled corporations, they must understand, that, 
insofar as matters pertaining to corporate policies are concerned, the 
said agreement may be subject to corresponding approval, adjust- 
ments or changes to be made by a superior coordinating body, the 
Office of Economic Coordination, and until such confirmation is 
obtained the contract is not yet perfected and consequently not yet 
legally binding and enforceable.” 

CHARACTERISTICS OF THE GOVERNMENT CORPORATION 

The government corporation has been described as an administrative 
agency through which the state can perform functions with greater flexibility 
than is normally possible through the Government itself or its subdivisions. 
Essentially, in the creation of government corporations the Government 
waives some of its sovereign immunities within limited and defined areas, 
and empowers its agency, the corporation, to act in its own name in entering 
into contracts; empowers it to obtain revenues through borrowing and/or 
making charges for services or, othei-wise, to exercise a degree of independent 
judgment in the expenditure or use of money which it has acquired indepen- 
dently or which has been appropriated to it; to sue and be sued; and fre- 
quently to operate, in general, outside the rules and regulations applicable 
to government departments and their components, especially those pertaining 
to finances and personnel. ■ 

Unlike many other countries, under the Philippine Constitution, the 
Government is specifically entitled to actively ‘‘establish and operate indus- 
tries and means’ of transportation and communication”. With the Govern- 
ment faced with pressing economic and social problems it has been deemed 
necessary to engage in manufacturing, finance, and commercial activities as 
well as to control and regulate them. The corporate device has been employ- 
ed to enable the government to do business on an equal legal footing with 
private companies. 

The selection of the corporate device, rather than use of a government 
agency, depends primarily on the methods the Government will utilize in 
achieving its purposes and objectives . As has been stated, “Use of a govern- 
ment corporation (in preference to an agency) is indicated when a proposed 
programme is to be revenue-producing, substantially self-sustaining and 
involves a large number of commercial transactions with the public.” While 
i government corporations provide the proper administrative vehicle to achieve 
certain governmental purposes, they are no miracle-working devices. They 
I require the same degree of organization and management as any other admi- 
I nistrative body if they are to accomplish their purpose. 

i The most important consideration in determining whether a govern- 
I ment corporation should be set up, continued or discontinued, is the social 
I or economic purpose that it is presumed to serve. It can be conceded that 
I government corporations should not exist particularly in the manufacturing 
I and commercial fields, if private capital and private enterprises are available. 
Private capital, however, may be reluctant to enter into a field for a number 
of reasons, including the investment required, the low profit to investment 
ratio, the risk involved, or the actual lack of technical know-how. 

Government corporations may also be necessary where savings of 
foreign exchange are desired, where, for national policy reasons, it may be 
required to control prices of certain prime commodities, to compete with 
aliens, and provide imported goods at a reasonable price, or to provide 
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social and economic benefits to a segment of the population. The Govern- j 
ment may find it necessary to operate such corporations at a financial loss ; 
for a period of time. ■ I 

CRITERIA FOR JUDGING THE EFFECTIVENESS OF A CORPORATION 

In approaching the problem of government corporations, it is important 
to determine the criteria against which their effectiveness can be judged. 

Most private corporations either make or lose money on the basis of | 
the effectiveness of their management and the shrewdness of their market- | 
place judgment. The government corporation, however, can frequently | 
use the administrative power of the Government to insure a profit rather 
than attempt to secure profit through good management and sound market- 
place judgment. 

The question of whether it makes profit or loss, therefore, is largely 
a matter of the rules under which it operates rather than a valid criterion of j 
the effectiveness of government operation of the corporation. For instance, 
a government corporation can either pay rent on its properties or interest on 
its investment, or it can be relieved of such expenses. It can charge a rate 
higher or lower than necessary to meet its expenses in the case of those in- 
dustries in which the government has a monopoly. 

An example of the government’s ability to control the profit or loss 
of a government corporation is provided by the Manila Railroad Company, 
which used to lose over 2,000,000.00 pesos annually. If it were to have a 
certain type of commercial highway transit limited within 100 kilometres of 
its lines, as has been proposed, the increased volume, coupled with a virtual 
monopoly on transportation, would no doubt enable the MRRCo to show 
profit. In such a case, however, every shipper would be paying the expenses of 
the Manila Railroad Company in the form of higher rates. 

Similarly, the National Development Company’s textile mills, which 
now operate at a profit, are able to do so primarily because they are able to 
charge a higher-than-market price to other government agencies. If govern- 
ment agencies purchased textiles from the lowest bidder, the National 
Development Company would be forced to sell textiles at a lower cost or go* 
out of business. In other words, the taxpayers and consumers, in one way or 
another, contribute to the income of each government corporation. Whether 
this is done indirectly through taxation to make up for corporate expenses, 
or whether the expenses are met by charges on various segments of the popu- 
lation depends on the type of service provided by the government corporation. 

This is not to say that the financial success of a corportion is not 
important or that it is not of interest to the taxpayers. The criteria for 
determining the effectiveness of a government corporation, however, are not 
to be found solely in its financial statements. 

Rather, the princial criteria against which a corporation’s effectiveness 
is to be judged are to be found by first determining whether the corporation 
is accomplishing the social and economic purpose that it was set up to 
meet with reasonable efficiency and economy. The most profitable corpo- 
ration is a failure if it fails to accomplish its social, economic, or industrial 
task. The corporation that sustains losses may be successful if it is accom- 
plishing its assigned task in the most effective manner. Criteria for judging 
the corporation’s effectiveness are also to be found by examining the degree 
of organizational and management efficiency that it exhibits. 

These evaluations ' can be made by reviewing its organization and 
operation, examining its progress over a period of time, and by reviewing such 
matters as labour relations, productivity and production schedules, "effec- 
tiveness in meeting standards of performance, controlling costs and the state 
of its physical facilities, overall competency of its management, and its i 
relations with the general public. . j 
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TYPES OF GOVERNMENT CORPORATIONS 


Goveriiment-own.ed or controlled corporations break down into two 
I principal types. As indicated below, the two types are alike in one respect, 
i That is, the Government tends to assume, in one degree or another, the role 
I of a businessman rather than that of a sovereign. 

The first type is a publicly-owned corporation whose functions are 
I closely associated with that of a regular government agency, ^though it 
i carries out governmental activities, the nature of its duties requires that it 
i deals with tbe public as a businessman rather than a sovereign. A typical 
I example of this type of corporation is an agency dealing in farm price support 
I by buying and selling farm products. Such a corporation might well be 
I associated with the Department of Agriculture as only the fact that it must 
I engage in sizable business operations differentiates it from the bureaus of the 
I Department. 

I This first type also includes the publicly-owned corporations which 
i carry out independent functions unrelated to those of any other government 
I agency but which, nevertheless, operate in the sphere of the Government. 

I It may, like the first type, be charged with responsibilities in some social or 
economic sphere, but these are usually of broader scope. It also deals with 
the public or a segment of the public as a businessman. It may, like all 
public corporations, be clothed temporarily or permanently with some of the 
powers of the Government. It generally operates independently from any 
regular government agency, and the importance of its functions are of the 
order of a regular department. Typical examples are a central bank, or a 
development corporation. 

The second type of corporation is the corporation which operates in 
I the commercial or industrial field under government control, md usually 
; with a degree of government protection. Corporations of this type are 
I prevalent in time of war and economic crises. They may be under govern- 
I ment control for a number of reasons but, generally, such control relates to 
I the fact that private enterprises are unwilling or unable to go into a field in 
I which the public requires services or goods. For instance, in the Philippines 
' steel production was attended by unknown or difficult production problems, 

• and by such uncertainties of demand that private business found it unattrac- 
tive from an investment standpoint. In this case, the Government formed 
, the National Shipyards and Steel Corporation, among other things, for 
I the production and marketing of steel, and has financed and operated 
I the Company itselfl 

! GENERAL AND LEGAL SITUATION 

i Public industrial enterprises in the Philippines are governed under 
I the '‘Uniform Charter for Government Corporations” promulgated under 
' Executive Order No. 399, series of 1951, by the President of the Philippines. 
This Charter provides, among others, the following : 

I DURATION, PURPOSES AND POWERS OF CORPORATIONS 

SECTION 1. Dumtiom— All government owned or controlled corpo- 
: rations shall exist for a period of twenty-five (25) years from the effectivity 
I of this Executive Order. 

I SECTION 7. Composition and appointment, — The corporate powers 
of the corporation shall be vested in and exercised by a Board of Directors of 
not more than seven nor less than five members as may be fixed by the Presi- 
; dent of the Philippines, consisting of a chairman and six or four members, 

; appointed by the President of the Philippines with the consent of the Com- 
i mission on Appointments. Directors need not be stockholders of the 
; corporation, The said members shall serve as designated by the President 
I in their appointments for terms of one, two and three years, respectively, 

I from the date they qualify and assume office; but their successors shall be 



appointed for terms of three years, except that any person chosen to fill a 
vacancy shall serve oiily for the unexpired term of the member whom he 
succeeds. For actual attendance of meetings, each director shall receive a 
per diem of twenty-five (25) pesos. 

SECTION 8. Powers and duties of the Board of Directors, — The | 
Board of Directors shall have the following powers and duties: I 

(a) To prescribe, amend and repeal, with the approval of the Admi- | 
nistrator of Economic Coordination, by-laws, rules and regulations j 
governing the manner in which the general business of the corpo- | 
ration may be exercised, including provisions for the formation of | 
such committee or committees as the Board of Directors may deem | 
necessary to facilitate its business. | 

{b) To appoint and fix the compensation of the General Manager, | 
subject to the approval of the President of the Philippines and to | 
appoint and fix the compensation of the other officers of the | 
Corporation, with the approval of the Administrator of Economic | 
Coordination. The Board by a majority vote of all the members, j 
may, for cause, and with the approval of the President of the | 
Philippines, suspend and/or remove the General Manager. | 

(c) To approve, subject to the final action of the Administrator of | 
Economic Coordination, the annual and/or such supplemental j 
budgets of the corporation which may be submitted to it by the | 
General Manager from time to time. | 

SECTION 9, Suspension and removal of Directors. — Any member of | 
the Board of Directors may be suspended or removed by the President of the | 
Philippines, solely or upon the recommendation of the Administrator of I 
Economic Coordination. I 

SECTION 10. Prohibition for Board members. — No chairman or I 
member of the Board of Directors of a corporation shall at the same time i 
serve in the corporation in any capacity whatsoever other than as chairman I 
or member thereof, unless otherwise authorized by the President. | 

MANAGEMENT | 

SECTION 11. Managing head. — The management of the corporation i 
shall be vested in the General Manager. I 

SECTION 12. Powers and duties of the General Manager. — The 
General Manager shall have the following powers and duties: 

{a) To direct and manage the affairs and business of the Corporation, 
on behalf of the Board of Directors, and subject to its control and I 
supervisions; | 

{b) To sit in alt meetings of the Board of Directors, and participate | 
in its deliberations, hut without the right to vote; | 

(c) To submit within sixty (60) days after the close of each fiscal I 
year an annual report, through the Board of Directors, to the 
Administrator of Economic Coordination; 

fd) To appoint and fix the number and salaries, with the approval of 
the Board of Directors, of such subordinate personnel as may 
be necessary for the proper discharge of the duties and functions 
of the Corporation, and with the approval of the Board, to 
remove, suspend, or otherwise discipline, for cause, any sub- 
ordinate employee of the Corporation; and 

(e) To perform such other duties as may be assigned to him by the 
Board of Directors from time to time. 

AO0IT;'': • 

SECTION 15. Personnel. — The Auditor General shall appoint a I 
representative who shall be the Auditor of the corporation, and the necessary j 


personnel to assist said representative in the performance of his duties. 
The number and salaries of the Auditor and said personnel shall be determin- 
ed by the Auditor General, subject to appropriation by the Board of Direc- 
: tors. In case of disagreement, the matter should be submitted to the 
President of the Philippines whose decision shall be final. . Said salaries 
and all other expenses of maintaining the Auditor’s office shall be paid by the 
; corporation. 

Ministerial participation of Officials of Cabinet rank in the governing 
boards is also practised as in the case of the Secretary of Public Works and 
Communications who is Chairman of the National Power Corporation. 

; There is no legal prohibition in this regard. However, most of the chair- 
men of the Boards of Directors are recruited from the private sector. 

Public corporations in* the OEC group are under direct control and 
supervision of the Administrator of Economic Coordination who is a member 
I of the President’s Cabinet. This, therefore, results in a closer and direct 
i coordination in the implementation of Cabinet policies on the corporate 
I level. Another advantage is the expeditious action and decision on matters 
I raised to the Cabinet through the department head. The fact that most of 
the members of Governing Boards are being recruited from the private sec- 
i tor of the economy, gives the latte'r an opportunity of representation in 
I formulating policies of the public enterprises. 

In several corporations, joint public-private financing is also practised. 

; The NDC acts as the holding company for the Government in private enter- 
! prises like in the Manila Gas Corporation (60%), Philippine Air Lines 
(53%), Philippine Electrical Manufacturing Company (16%), etc. all 
amounting to about 16,500,000.00 pesos. Except in the case of the MGC 
and MHC, in joint public-private ventures, the Government has a minority 
representation in the governing boards. 

POSITIONS OF CORPORATION CHIEF EXECUTIVES 

The Chief Executive in the corporation is the General Manager. He 
must be a Filipino citizen. As always practised, he is a highly qualified 
man with long and broad experience along the line of the activities of the 
business. His powers and responsibilities are enumerated in the “Uniform 
Charter” heretofore mentioned. By virtue of Republic Act No. 2966 
approved in 1959, the General Manager also acts as Vice-Chairman of the 
Board and shall sit, participate and vote in the meetings of the Board. 

I AUDIT CONTROL 

As previously mentioned, the financial transactions of corporations 
i are audited by the representatives of the Auditor General under the “Uni- 
form Charter”. . 

Under Republic Act Ng._ 2266 approved recently, the authority and 
I powers of the General Auditing Office were extended and broadened as 
I provided in Section 1 of said Act, quoted as follows : 

I “SECTION 1. Section five hundred eighty-four of the Revised 

i Administrative Code is hereby amended to read as follows: 

“SECTION 584. General jurisdiction of General Auditing 
i Office.— -The authority and powers of the General Auditing Office extend 

I to and comprehend all matters relating to accounting procedure, includ- 
ing the keeping of the accounts of the Government, the preservation 
of vouchers, the methods of accounting, the examination of the books, 
records and papers relating to such accounts and to the audit and 
I settlement of the accounts of all persons respecting funds or property 
I received or held by them in an accountable capacity, as well as to the 

j examination, and audit of all debts and claims of any sort due from 

: or coming to the Government of th& Philippines in any of its branches. 

I The said jurisdiction shall also extend to all corporations established 



and organized in accordance with the laws of the Philippines wherein | 
the Government of the Philippines or any of its branches or any corpo- j 
ration owned or controlled by it owns the majority of stock a well as i 
to all other self-governing board, commission or agency of the Govern- 
ment. In the exercise of this jurisdiction, the Auditor General slpll 
act as the ex-officio auditor of the said corporation, board, commission 
or agency and, as such, he is empowered and authorized to appoint 
a representative, known as the auditor, in the said corporation, board, 
commission or agency and fix the salary thereof in an amount equal to 
the salary authorized for the first assistant or next ranking managing 
head of the corporation, board, commission or agency concerned. ! 
The Auditor General shall also have the right to appoint, and fix the : 
salaries and the number of the personnel to assist said representative 
in his work. The expense for the maiiitenance and operation of his 
office shall be paid by the corporation, board, commission or agency 
concerned. Any provision of law or charter to the contrary notwith- 
standing, such salaries and number of auditing personnel, once fixed by 
the Auditor General, shall not be thereafter increased, diminished or 
altered, unless initiated by him. Said representative and his subordi- 
nate personnel shall also receive such allowances and privileges as are 
or shall be allowed or authorized to management personnel having | 
the same rank and/or salary. The necessary appropriations to cover I 
the expenses for the maintenance and operation of the office of said 
representative shall be provided by the governing board, commission 
or agency concerned as long as unencumbered capital or surplus funds i 
are available.” 

COMMON PROBLEMS OF GOVERNMENT CORPORATIONS 

Government corporations have been subject to a great deal of justi- 
fiable criticism. This type of corporation is liable to suffer large operating ^ 
losses, because it may enter into a field in which economic possibilities are | 
untested, thus increasing its chances of failure. In addition, it is often subject i 
to attack by political opponents of the administration in power. Finally, if | 
the Government continues its support of the firm after private enterprises 
have entered the field it will be criticized for having interfered with private 
enterprise. 

Reports by the Government Survey and Reorganization Commission i 
on individual corporations point out many other difficulties. These diffi- 
culties stem from common problems affecting most government corpora- 
tions and ranging from “politics” to poor business and management prac- | 
tices. For instance, the corporations have been subject to politically-inspired j 
decisions which have affected matters ranging from plant location to procure- | 
ment of personnel. They have been subject, in some cases, to detailed con- | 
trols to an extent that the Boards of Directors have been stripped of their i 
legitimate areas of discretion. The corporations are also subject to detailed | 
pre-audits by the General Auditing Office. They are subject to Civil Service | 
rules and regulations and to time-consuming government purchasing i 
regulations. | 

These controls imposed on government corporations prevent them 
from being responsive to the “market place” in the same sense that a private 
corporation is responsive. It has led to a sense of frustration on the part 
of the employees when accomplishment of the legitimate objectives of the 
corporation is hampered. Many of these controls directly lead to the so- 
called inefficiency of government corporations. As a result of these hin- | 
drances, personnel, organization and operation suffer. i 

The Commission has also found in the government corporations ins- 
tances of poor management, too great a diversification of activities, inade- 
quate capital, poor engineering layout of plant facilities, and obsolete equip- 
ment. Some of these shortcomings have led to many corporations being 
grossly over-staffed, thus increasing costs as well as adding to the problems 
of management. 


Anonier difficult problem, faced by gove,niment , co,rporatioiis .is iii- 
: adecjuatc financing, .fn. its A.miual Report for the FY 1958, the OEC made 
' the following obse.rvati.o.ns : , 

(a) of the corporations in the OEC group are 

i inadequately financed a.nd equipped. Of. the total authorized capital of 
I 276,627305.05 pesos -for these corporations, less than one-half, or only 
i 128379;l.05.05 pesos has been paid up, leaving an unpaid balance of 
^ 148348,200.00, pesos or 53 per cent of the total authorized capital. Of 
I this balance, 2.200.000.00 pesos belongs to the MHC; 110,000,000.00 pesos 
! to the MRRCo.; 23,589,700.00 pesos to the NDC; 4,558,500.00 pesos 
I to the NARIC; and 7,900,000.00 pesos to the FHHC. By force of 
circumstances, some of these corporations have had to borrow beyond 
! the safe margin of capital equity in order to be able to undertake certain 
I ventures within the purview of their charters, but for which no adequate 
capital or funds were provided. Inevitably, these inadequately financed 
government agencies have to bear the burden of paying considerable amounts 
: of amortization and interest charges which, in certain cases, wipe out the 
I expected profits of the corporations, thus adversely affecting their working 
I capital As a matter of fact, some of these corporations have not yet settled 
! the accumulated amortizations and interest charges due on their long-term 
I debts. 

I With the exception of the GSIS and 1ST, corporations in the OEC 
I group are heavily indebted to the PNB, RFC, CB, EIB, and the GSIS. Out 
I of the total liabilities of 999,655 million pesos, 447,547 million pesos are 
I long-term loans incurred by the corporations, which fact shows their depen- 
j dence upon borrowed money. This financial handicap is aggravated by the 
I fact that releases of funds from the proceeds of bond isues have been slow 
i and inadequate despite the importance and magnitude of the projects 
i already in progress to promote industrialization, transportation, agriculture, 
i and social development. In brief, government corporations under the present 
j conditions, are greatly handicapped by inadequate funds and outmoded 
1 plants and equipment. 

I Employment problem has also beset the corporations in the implemen- 
i tation of the position classification relative to standardized pay, promulgated 
I under executive Order No. 277, dated 7 November 1957. The OEC has 
I made following remarks: 

I “It is believed that a rigid application of the wage and position 

I plan to government corporations may frustrate the inherent operational 
and financial flexibility of corporations whose functions are not ex- 
clusively governmental in nature. And while the principle of 
“equal pay for equal work” is laudable, care should be taken in its 
I application to personnel in government corporations such that the 
needed operational flexibility, a distinct trait and asset of the corporate 
device, may not be thwarted. In this connection, it may be said that 
there are numerous complaints of employees who are dissatisfied or 
adversely affected by action taken by WAPCO in connection With the 
classification and allocation of their positions. In fact, in many in- 
service trainings and conferences, one often hears conferees shouting 
their objections to the alleged WAPCO misclassifications and pay 
plans and demanding their immediate re-examination and revision with 
a view to correcting their adverse effects and inequities.” 

As regards personnel administration, the OEC Annual Report states: 

“The need to provide training programmes for employees in 
government corporations is heightened by the fact that personnel recruit- 
I ment for the public seiwice, be it in said corporations or in the 
government proper, leaves much to be desired. Since it is difficult, 
under present circumstances, to place the selection of employees on 
a more objective basis, the only alternative is to improve wliatever skills 
and knowledge the personnel appointed may possess and to place them 
in positions where they are best prepared and suited. It is gratifying to 



note that some of the government corporations have realized the ! 
importance of training and have actually conducted training programm- j 
es and/or have provided opportunities for promising and talented | 
employees to undergo training elsewhere, either within the country or j 
abroad. The OEC has occasionally recommended favourably, en- I 
couraged and/or approved such training programmes or grants when- j 
ever the corporation can afford the expenses, can dispense with the | 
services of the trainee in the meanwhile, and the field of training is use- ; 
fill to the corporation or to the country*’. 

“To the First Agency Management Analyst Training Course | 
conducted under the auspices of the Management Service of the Budget j 
Commission from January 13 to March 7, 1958, the OEC sent two I 
representatives. The purpose of the course was to train management I 
analysts to carry out Management Improvement Programme in their | 
respective agencies, pursuant to the provisions of Executive Order i 
No. 279, dated November 7, 1957, which invests the Budget Com- | 
missioner with the functions of management improvement for the | 
promotion, of efficiency, economy and effectiveness in government | 
operations. In fact, the creation of a Management Staff in' ^every | 
government agency is the objective of the Management Service of ; 
the Budget Commission to enable that Office to coordinate and eva- 
luate the overall government management improvement programme | 
through the assistance and cooperation of the agency management j 
staff analysts. In the OEC, there is no such staff yet due to lack of ; 
funds.” I 

Another main problem in government owned industrial enterprises, 
is their usually high cost of production, a disadvantage for competitive 
purposes. There is, for instance, the NDC textile industry which survives 
only competition with private business, particularly these coming from 
abroad, because of the protection being given by the government, in favour j 
of its own enterprises in the form of importation control and tax exemption, j 
The steel bars can hardly be disposed of on account of their high selling prices | 
due to their high cost of production. This high cost of production is due 
mainly to the relatively higher wage rates and bigger personnel force. 

TRAINtNG PROGRAMMES 

Methods have been developed to create and improve units for assis- 
tance to management, such as planning, research, etc. for supervisory level 
and highly skilled and technical jobs. In-service and in-the-job training is 
a stantod practice in the corporations. In the development and training ; 
of supervisors and technicians, the coi’porations also avail of foreign and j 
local training centres and schools under (1) the training programme of the j 
Industrial Develoiment Centre (IDC) with the co-operation of the Inter- j 
national Co-operation Administration (ICA) of the United States of America, j 
(2) the Technical Assistance Programme of the United Nations; (3) the i 
Colombo Plan Technical Aid Programme; (4) the Management Service of 
the Budget Commission of the Philippine Government; and (5) the Harvard 
Advanced Management Programme sponsored by private groups. 

SPECIFIC PLAN FOR CHANGES IN SCOPE, ORGANIZATION AND MANAGEMENT 
OF PUBLIC CORPORATIONS I 

The Government’s policy regarding government corporations has been I 
enunciated by the past Presidents of the Philippine Republic and was restat- | 
ed by President Carlos P. Garcin in his Budget Message to Congress in 1959, I 
which is quoted as follows : I 

."'Policy Concerning Government Private Corporations^'' 

“Many of the government private corporations are Gonducting 
business and industrial opCTations which are of vital importance 
to our productive effort. They produce goods and services beneficial j 
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to OUT economic and social : wdl-being. Several ol their activities 
and prqiects are discussed in various portions of this message. 
However, it may be noted briefly that these corporations are contribut- 
ing much to the national welfarer— producing commodities like cement, 
stol, fertilizer and gas; providing transport facilities by land, sea and 
air; generating electric power; stabilizing the prices of essential con- 
sumer commodities; and providing social security services. They must 
be continued whether under government or private auspices. 

'Tn addition to their contribution in the form of goods and services 
I for our people, government private corporations also play an important 

I role in fiscal operations. Their receipts and disbursements affect the 

I total spending in the economy, with corresponding effects on income, 

I employment and prices. An examination of their disposable resources 

I will also help in fully appraising the total resources available to the 

I Government in the prosecution of its economic programmes. For 

I instance, twelve corporations reported a net profit totalling 21 millicn 

i pesos in Fiscal Year 1958. At the end of the same year, the case 

I balance of nineteen government private corporations was 70.6 million 

pesos. (See Annex R for a summary of the cash flow statement of 
government private corporations, and Appendix 6 of the Budget for 
their financial statements.) 

“‘But the usefulness of these corporations should not make us 
deviate from our policy of limiting government participation in direct 
business undertakings. It is my hope that private enterprise will 
eventually take over the business and industrial type government 
private corporations. To this end, I should like to reaffirm the policy 
i of the Administration that the Government will engage in business and 
industrial activities only in these fields which are vital to the economy 
but which temporarily at least are not attractive to private initiative 
either because profit returns are low, too slow to materialize, or because 
the amount of initial capital required is beyond the resources of private 
groups. At any time when private enterprise expresses a willingness 
I to purchase or lease on reasonable terms any of our government 
private corporations, under conditions which will guarantee continued 
levels of service or productions, the Government will relinquish 
: its holdings with alacrity. 

I “Encouraged by the successful transfer of the Bacnotan Cement 

Plant to private enterprise, the sale of the Manila and Ilocos Textile 
I Mills of the National Development Company has been authorized. 

The shares of the NDC in the Philippine Electric Company and in the 
I Manila Gas Corporation have also been offered for sale. The Maria 
I Cristina fertilizer pla|it of the National Power Corporation is also 

I being offered for sale. Aside from promoting private enterprise in 

I our economy, the disposition of these public assets will provide the 
I government with increased liquid resources for investment and pioneer- 
I ing in new ventures. 

“Pending the sale or lease to private groups of other government 
private corporations, we must gain maximum production from these 
facilities and take steps to make more attractive their ultimate take- 
over by private investors. To this end, it will be my policy to strength- 
en and improve their management and to place them on a sounder 
financial basis. 

''"Integrated Steel Industry and Power Developmenf^ 

I ""Steel for Industrial Development— To sustain the country’s rate of 
I industrial development, we must continue to support the growth of our steel 
: industry. We are giving top priority to steel projects of the National 
I Shipyards and Steel Corporation. These projects are essential to our eco- 
i nomic development programme because they stimulate the growth of other 
j industries. They will also enable us -to save the dollars we pay for steel 
J imports.; ■ ■ ■ 


“The integrated steel plant at Iligan has a capacity of 300,000 metric ; 
tons and is estimated to cost about 246 million pesos. From Fiscal Year • 
1959 to Fiscal Year 1963, the total domestic peso requirements of this project 
amount to 94.9 million pesos. Of this sum, 64.0 million pesos will be spent ; 
for local purchases and 18.1 million pesos will be used to acquire dollars 
from the Central Bank for purchases of heavy machinery and equipment from 
Europe. The total foreign exchange requirements amounting to 90 miMion i 
pesos will be derived partly from reparations and partly from the Export- 
Import Bank. From the Export-Import Bank, $73.4 million is proposed 
to be borrowed. Out of the 50 million pesos appropriated under Republic 
Act No. 1396, we have already released to the integrated steel project 18.7 
million pesos from the proceeds of bond issues. 

“The Iligan Steel Mill is already supplying commercial steel bars to 
local industries. During the calendar year 1958, it produced 17,190 metric 
tons of steel bars. This output was about 20 per cent higher than that 
obtained in 1957. It also produced 40 per cent more ingot than its output in ' 
1957, . 

“Recently, the NASSCO acquired a 25-ton electric arc furnace for the : 
Iligan Steel Plant. This capital investment will raise its annual steel bar 
production from 17,000 metric tons to 40,000 metric tons. 

“Another project of the NASSCO is the J. Panganiban Smelting Plant : 
in Camarine Norte. This*plant is designed to provide a steady supply of pig j 
iron to our local foundries. The project is expected to be finished in 1960 ; 
at an estimated cost of 5.5 million pesos. It will utilize locally mined iron 
ore and coal as raw materials. Arrangement has been made with European i 
suppliers for a 40-M.R. Low Shaft Furnace to be installed at this point. 

"'Power Development — Power, like steel, is an important ingredient of j 
agricultural and industrial development. The availability of cheap power is | 
always an important consideration in the establishment of manufacturing | 
industries. 

“Since the liberation, we have made substantial progress in the deve- 
lopment of our power resources. The number of electric plants jnl941 was | 
217 with an installed capacity of 72,448 kW; in 1953, 328 with an installed i 
capacity of 244,442 kW; and 1957, 323 with an installed capacity of I 
404,105 kW. I 

“During the last ten ye^rs the National Power Corporation has esta- i 
blished eleven hydroelectric plants and two diesel electric plants with an j 
overall installed capacity of 168,775 kilowatts. In 1958, the Corporation ! 
sold a total of 661.1 million kilowatt hours of electrical energy. In spite of | 
these developments, however, the present capacity of all existing plants of ; 
the National Power Corporation is still short of the increasing power require- | 
ments of agriculture, industry and modern community living. We are, I 
therefore, according high priority to our power development projects. j 

“Our Five-Year Fiscal Plan provides the sum of 152.1 million pesos I 
from bonds funds for the development of hydroelectric projects of the NPC. | 
Of this_amount, 20 million pesos is programmed during the current fiscal year ! 
23.9 million pesos in Fiscal Year 1960, 29.5 million pesos in Fiscal Year 1961, j 
51 million pesos in Fiscal Year 1962 and 21J million pesos in Fiscal Year I 
1 963 . These amounts will cover the peso costs of construct! on of the Binga, | 
Talomo No. 3, Cauayan, Amlan, Maria Cristina Nos. 3 and 4, Angat and I 
Buhi-Bari hydroelectric plants, as well as the Central Luzon electrification j 
projects, and the dollar costs of all these projects, except Binga, Angat and | 
Maria Cristina Nos. 3 and 4. i 

“We shall continue to tap foreign credit sources to acquire heavy 
machineiy and equipment until our own foreign exchange resources can . 
finance their purchase. For example, the Binga hydroelectric project is 
being supported partly from loans obMined from the International Bank for 
Reconstruction and Development. This project is designed to carry a 



NOTES capacity load of 100,000 kilowatts, and can generate annually 336 million 

kilowatt hours of electric energy. The Binga hydroelectric project whose 
^ estimated cost is 110 million pesos, will be completed in 1960. Similarly, 
the Angat and Maria Cristina Nos. 3 and 4 can be financed by loans from the 
International Bank for Reconstruction and Development. Their foreign 
exchange costs amount to 70.7 million pesos. 

“A very important project is the multi-purpose development of the 
Marikina Rivers which will be constructed soon. As planned, the Mari- 
; kina River Multi-purpose Project will provide the inhabitants of the City of 
I Manila and thirteen provinces with 14L3 million kilowatt hours of energy 
and will add 68,600 kilowatts to the present capacity of the National Power 
Corporation hydroelectric and diesel plants. 

‘"This power phase of the Marikina River project will be financed 
partly by loans to be obtained from the Export Import Bank of Japan. 
Including peso costs, the estimated financial requirements of this power 
I phase of the multi-purpose project total 37.2 million pesos, representing 
about 34.5 per cent of the entire overall cost of the project.” 

It may be opportune to recall the recommendation in the “Summary 
Report on Government Corporations” by the Government Survey and Re- 
organization Commission dated February 1956, quoted as follows: 

“The Commission has found that a number of corporations in 
i the private category are now ripe for disposal, and the problem arises 

I of how best to divest the Government of its interests in such 

corporations. 

Alt hough previous reorganization bodies have also recommended 
that the Government divest itself of its interests in many of the private 
corporations, little progress has been made. In actual practice it has 
been extremely difficult to interest private investors. As an example, 
the Government has made several attempts to dispose of the NDC 
Textile Mills at a price of approximately 12,000,000 pesos. The best 
price that has been offered so far and, from an alien businessman, was 
5,000,000 pesos. In addition, many Filipino businessmen are not 
particularly interested in industries which appear to offer a low rate of 
return coupled with a high degree of risk. 

“There is also uncertainty as to how the sale or disposal could be 
accomplished and at the same time protect the interests of the Filipino 
people. Part of this difficulty probably “stems from the belief among 
j our people that government corporations are truly enterprises of the 
nation as opposed to enterprises of aliens or citizens who are not fully 
aware of their responsibilities as Filipinos. There is a belief that only 
those enterprises which are carried op by our own elected government 
i will be run for thebenefit of the nation. The belief has been expressed 

I that those enterprises which are carried on by private individuals are 

; liable to be carried on primarily for the benefit of the owners of such 

I enterprises rather than for the interest of our people. Under these 

I circumstances the Government, reflecting the belief of the people, has 
I shown its willingness to put up with inefficiently-run governmental 
I activities rather than allow such activities to fall into other hands. 

I “The Commission believes, however, that the time has come to 

question the assumption that only government corporations can be 
expected to operate for the benefit of the Filipino people. We would 

! rather assume that exploitation is not necessarily the hand-maiden of 

7 private enterprise. Rather, that the fullest benefits to Philippine enter- 

prises can only be achieved through the entry of private capital into 
major industrial and commercial fields. The Commission believes 
that Filipinos should participate directly through stock purchase and 
ownership rather than indirectly through government ownership, and 
I believes that all that has been lacking is a suitable device to make this 
^ possible. 
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‘It must be acknowledged tliat few of the government corpora- | 
lions or assets can be disposed of at anything like what the Govern- : 
ment has in them. The fact that corporations were pioneering in new i 
fields, that inexperienced personnel were employed, that extensive | 
plant and engineering changes were frequently necessary, that supplies 
and machinery w'ere purchased when prices were unusually high has 
all resulted in inflated book values. *The Commission believes, there- 
fore, that the Government must be prepared to accept far less than, the 
book value of many enterprises. To determine a fair price for corpo- 
rate assets, the Commission recommends that private auditing and 
appraisal firms be permitted to make independent evaiiiations of the 
net worth of government corporations. Such appraisals can provide ; 
a basis for determining the price which the corporations or their assets | 
will be sold. j 

“Where a corporation has been poorly run, it may be necessary 
to place the corporation or a phase of its operation under a manage- : 
ment contract. Such contract has the advantage of securing experienc- ^ 
ed management personnel and relieving the government of manage- | 
ment and operational problems. When the corporation has been I 
operated on a sound basis for a period of time, it may appear as a rnore 
attractive investment for private investors. The Philippine Air Lines 
and Manila Gas Corporation have both been operated successfully 
under the arrangement and, in the case of Manila Gas, its financial 
success can best be measured by the 25 per cent annual profit it is now 
showing. 

“Even when the plants and properties can be sold, however, there 
is always the danger of their falling into alien hands. There is little 
advantage from the national point of view of having the government 
build up large-scale industrial enterprises only to have them fall into 
alien hands. 

“On the other hand, even, when wealthy Filipino investors are will- 
ing to participate, there is a real question as to whether industry build 
Gil the taxpayer’s money should fall into the hands of a few wealthy 
familities. 

“The Commission believes that the best solution to the dilemma 
is to diversify ownership by having the government, through private 
brokerage firms, sell shares to the public at large. Where possible 
the shares should be sold to the employees or to association of employ- 
ees as they would normally be the individuals with the greatest interest 
in the business. 

“When the government adopts the plan of selling shares to the 
public, it may be necessary to take back mortgages on corporate pro- 
perty to reduce the equity purchase. An alternative suggestion might 
be to encourage investors to form private corporations for the purchase 
of the assets of public corporations, and require that a certain per cent 
of shares be held by small investors, 

“Where neither of these alternatives is possible, the Commission 
believes that the Government should investigate the possibilities of 
leasing corporate properties. This plant has been adopted in the case 
of the Manila Hotel Corporation. Wheiip reliable lessee can be found, 
it provides an opportunity for Filipino businessmen to operate a going 
business at a relatively small initial cost. 

“The Commission also recommends that the quasi-public corpora- 
tions and those private government corporations which are retained by i 
the government to be placed on a financially-sound basis, freed from i 
government auditing restrictions, and provided with a completely j 
modern plant and equipment, and be run in the most efiicient manner : 
possible. Under present conditions, government corporations are j 
hamstrung by restrictive regulations, inadequate financing, and obsolete ' 


plaiits. Uiider such cond the plans are neither attractive invest- 
ments nor making their full contribution to the economy. The 
Commission’s individual reports point out many areas for improvement 
along these lines. Finally, there is the question of the future of govern- 
ment control and operation of private government corporations. 

‘‘‘Undoubtedly, in the present underdeveloped state of our country 
capital formation will not be rapid enough for private investors unaided 
to accomplish our immediate economic goals. The Commission 
believes that the Government will be requested to enter into additional 
industrial and commercial fields. With this prospect before the 
Government, the Commission recommends that in the future, govern- 
ment efforts to sponsor industrial and commercial development be 
expressed through the grant of loans and credits to private interests 
as is now being done by the Industrial Development Centre, rather 
than by directly participating in the form of government corporate 
enterprises. 

“It has been adequately demonstrated in the individual Task Force 
report that government entry into private business fields is fraught with 
difficulties. Sir Henry Clay of the British Industrial Board comments 
anent this point : 

‘The issues of Industrial management are not the kind of 
decisions which are suitable for political discussions; they are 
matters of technique or occasions for market judgment, not deci- 
sions which turn on the application of high political or moral 
principles. They need to be safeguarded in a separate and special- 
ized organization; if they are brought within the compass of 
governmental action it is difficult to segregate them and insure 
that they are settled by relevant considerations of political expe- 
diency even if camouflaged by plentiful use of the word “reason- 
able”.’ He then goes on to point out that : 

Tt is easier to get money for a big scheme of new construction 
than for inconspicuous day-to-day betterment and improvement 
which probably would produce much greater public benefit.’ 

“In the future, rather than form government corporations in the 
manufacturing field, the Commission recommends that if and when it 
becomes essential for the Government to enter into a manufacturing or 
commercial business it should contract with a competent and experienced 
industrial firm in the field in which it wishes to participate. For ins- 
tance, it may be deemed essential at some future date to go into the 
automobile manufacturing business. Under such circumstances, the 
Government should first attempt to induce a private firm to assume the 
risks and engage in the enterprise. After exhausting all inducements, 
the Government might then contract with an experienced auto- 
manufacturing firm in the United States or elsewhere, to construct and 
operate a plant and to produce its product. The Government could 
provide such guarantees as are essential to insure the success of the 
business. In addition, such a contract could contain clauses providing 
for the use of Filipinos as employees and for the sale of a fixed per 
cent of the company’s stock over the years to Filipino investors, so 
that at the end of a given period of time the corporation would be 
owned and manned bj^our people.” 

“Such a plan would enable the Government to sponsor industrial 
development without assuming managerial and business tasks for which 
it is ill-equipped.” 
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MALACANANG PALACE i 

MANILA . ' ; 

BY THE 

PRESIDENT OF THE PHILIPPINES 

EXECUTIVE ORDER NO. 386 : 

CREATING THE OFFICE OF ECONOMIC COORDINATION, 
ABOLISHING THE DEPARTMENT OF ECONOMIC : 

■ COORDINATION, AND FOR OTHER PURPOSE 

By virtue of the powers vested in me by Republic Act Numbered Four : 
Hundred Twenty-two, I, ELPIDIO QUIRINO, President of the Philippines, ; 
do hereby order: | 

SECTION L There is hereby created an office to be known as the | 
'‘Office of Economic Coordination.” The present Secretary of Economic I 
Coordination shall be the head of the office to be hereafter known as the | 
Administrator of Economic Coordination whose compensation and rank | 
shall be that of a head of an Executive Department. The Administrator | 
shall be responsible to the President of the Philippines under whose control ! 
his functions as herein defined shall be exercised. 

SECTION 2. There shall be in the Office of Economic Coordination : 
a Deputy Administrator who shall be appointed, and shall receive such i- 
compensation as may be fixed, by the President of the Philippines. The ; 
Deputy Administrator shall perform such functions as the Administrator ; 
shall designate, and shall act as Administrator during the absence or dis- I 
ability of the Administrator, or in the event of vacancy in the office of the ] 
Administrator. I 

section 3. The Administrator • j 

(a) direct, coordinate, and supervise the implementation of the eco- I 
nomic rehabilitation and development programme, which may be | 
undertaken by the Government with financial assistance in loans j 
and grants from the United Statens, and adopt such policies and i 
measures as may be necessary to provide for and obtain effective, I 
efficient, economical and integrated execution of the said economic i 
rehabilitation and development pmgramme through corporations | 
owned or controlled by the Government, or other instrumentalities i 
now existing or which may hereafter be formed or organized for ' 
the development of the national economy, and through participa- 
tion by private enterprise, with the view to extending to the great- 
est number among the masses their j ust share in the benefits of a | 
more productive and stable economy; I 



f (b) supervise, as a vigilant stockholder, corporations owned or con- 
trolled by the Government (except the Central Bank of the ^Phili- 
ppines, the Rehabilitation Finance Corporation and the Philippine 
National Bank) for the purpose of insuring efficiency and economy 
III their operations and effective accomplishments of the objectives 
for which they were created, and to this end; 

(I ) vote the shares of stock owned by the Government and by 
its instrumentalities and exercise all the rights of a stockholder 
in stock corporations owned or controlled by the Govern- 
ment, and recommend to the President of the Philippines 
changes in, and the persons to be selected as, members of the 
boards of directors and managing heads of both stock and 
non-stock corporations and instrumentalities; 

(2) pass upon new development programmes and projects, and 
upon programmes of activities and annual and supplemental 
budgets of income and expenditures approved by the respec- 
tive boards of directors of the said corporations; 

(3) cause periodic checks, analyses and appraisals of accomplish- 
ments, and financial operations and condition of the said 
corporations; 

fc) carry out the policies and measures formulated, and projects 
recommended by the National Economic Council and duly approv- 
ed by the President of the Philippines, affecting government-owned 
or controlled corporations; 

■ ((1) perform such other functions, as may be directed or delegated to 

the Administrator by the President of the Philippines, or as may be 
authorized by law, 

SECTION 4. The provisions of Section 3{b) hereof notwithstanding, 
the Boards of Directors of the corporations owned or controlled by the 
I government shall maintain their autonomy, subject only to such public 
I policy as may be established or as directed by the President. 

SECTION 5. The amounts necessary for the salaries of the personnel, 
sundry expenses, an equipment of the Office of Economic Coordination 
shall be assessed against, and contributed by, the corporations and projects 
under its jurisdiction, in such proportion as may be determined by the Admi- 
nistrator with the approval of the President. 

SECTION 6. In the appointment and promotion of officers and 
employees of the Office of Economic Coordination, merit and efficiency shall 
serve as bases, and no political test or qualification shall be prescribed and 
considered for such appointments or promotions. Any officer or employee, 
i of the Office of Economic Coordination found guilty of violating this require-' 
I ment shall be removed from office. 

I All officers and employees of the Office of Economic Coordination shall 
I be subject to the Civil Service Law, rules and regulations, except those 
I whose positions may, upon recommendation of the Administrator, be 
I declared by the President of the Philippines policy-determining, primarily 
1 confidential or technical in nature. 

SECTION 7* The Department of Economic Coordination is hereby 
abolished. The personnel, records, assets and obligations of the said 
Department are hereby transferred to the Office of Economic Coordination. 
Any reference to the Department of Economic Coordination or to the 
Secretary of Economic Coordination in any existing law, or in any Executive 
i Order, Administrative Order, or Proclamation of the President of the 
; Philippines shall, with respect to any duty or function assumed by the Office 
I of Economic Coordination created in this Order, be deemed hereafter to be 
i reference to the Office of Economic Coordination or to the Administrator, 

I respectively. 
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SECTION 8. All acts oiv parts of Acts and .all Executive Orders, 
Administrative Orders and Proclamations or parts thereof inconsistent with 
any of the provisions of this order are hereby repealed or modified 
accordingly. 

SECTION 9. This Executive Order shall take effect upon' its. 
promulgation. 

Done in the City of Manila, this 22nd day of December, in the year of 
Our Lord, nineteen hundred and fifty, and of the Independence of the 
Philippines, the fifth. 

(Sgd.) ELPIDIO QUIRINO 
President of the PhiUppines 

By the President : 

{Sgd,) TEODORO EVANGE.LISTA 
Executive Secretary 
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MALACANANG PALACE ,, 

MANILA 

BY THE 

PRESIDENT OF THE PHILIPPINES 
EXECUTIVE ORDER NO. 399 

UNIFORM CHARTER FOR GOVERNMENT 
CORPORATIONS 

Pursuant to the powers vested in me by Republic Act Numbered Four 
hundred and twenty-two, otherwise known as the Reorganization Act of 
1950, I, Elpidio Quirino, President of the Philippines, do hereby promulgate 
this Uniform Government Corporate Charter. 

DURATION, PURPOSES AND POWERS^OF CORPORATIONS 

SECTION 1. Duration. All government owned or controlled corpo- 
rations shall exist for a period of twenty-five (25) years from the effectivity 
of this Executive Order. 

SECTION 2. Principal office. All government owned or controlled 
corporations shall have their main offices in the City of Manila or in Quezon 
City, but may establish branches and agencies in other places, within and 
outside the Philippines, as may be necessary for the proper conduct of their 
business. 

SECTION 3. Purposes and specific powers. The purposes and specific 
powers of existing corporations that are subject to this Charter are those 
enumerated in ANNEX ‘A’ hereof. 

SECTION 4. General powers. All corporations shall have the follow- 
ing general powers : 

(a) To do all such other things and to transact all such business 
directly or indirectly necessary, incidental or conducive to the 

(i) Generally, to exercise all the powers of a corporation under the 
Corporation law in so far as they are not inconsistent with the 
provisions of this Order. 
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CAPITAL .AND MEETING Of THE STOCKHOLDERS 


SECTION 5. Capitailmion. .Tiie authorized capital oi^governmen^ 
corporations are spedlied after their respective names in ANNEX' ‘A’ 
hereof. The Govenmient of the Republic of the Phi,iippines shall not be 
■liable for any debt, liability, obligation or damage that might be contracted, 
incurred or caused by the corporation. 

SECTION 6. Meeting of the stockholders. Where all the shares of 
stock of the corporation are entirely owned by the Governmeiit, the 
corporation shall not hold a general meeting of stockholders. In lieu 
thereof,, the General M'anager of the corporation shall submit an annual 
report to the President of the Philippines, through the Administrator of 
Economic Coordination. 

GOVERNING BODY 


; SECTION 7. Composition and appointment. The corporate powers 
■ of the corporation shall be vested in and exercised by a Board of Directors 
I of not more than seven or less than five members as may be fixed by the 
; President of the Philippines, consisting of a chairman and six or four mem- 
: bers, appointed by the President of the Philippines with the consent of the 
i Commission on Appointments. Directors need not be stockholders of the 
I corporation. The said members shall serve as designated by the President 
I in their appointments for terms of one, two, and three years, respectively, 

I from the date they qualify and assume office; but their successors shall be 
I appointed for terms of three years, except that any person chosen to fill a 
I vacancy shall serve only for the unexpired term of the member whom he 
succeeds. For actual attendance at meetings, each director shall receive 
a per diem of twenty-five (25 ) pesos. 

SECTION 8 . Powers and duties of the Board of Directors. The Board 
j of Directors shall have the following powers and duties : 
i ia) To prescribe, amend and repeal, with the approval of the Admi- 
nistrator of Economic Coordination, by-laws, rules and regulations 
governing the manner in which the general business of the corpo- 
ration may be exercised, including provisions for the formation 
of such committee or committees as the Board of Directors may 
deem necessary to facilitate its business. 

{b) To appoint and fix the compensation of the General Manager, 
subject to the approval of the President of the Philippines, and to 
appoint and fix the compensation of the other officers of the Cor- 
poration, with the approval of the Administrator of Economic 
Coordination. The Board by a majority vote of all the members, 
may, for cause, and with the approval of the President of the 
Philippines, suspend and/or remove the General Manager. 

(c) To approve, subject to the final action of the Administrator of 
Economic Coordination, the annual and/or such supplemental 
I budgets of the corporation which may be submitted to it by the 

i General Manager from time to time. 

SECTION 9. Suspension and removal of Directors. Any member of 
the Board of Directors may be suspended or removed by the President of the 
Philippines, solely or upon the recommendation of the Administrator of 
I Economic Coordination. 

j SECTION 10, Prohibit ion for Board members. No chairman or 
I member of the Board of Directors of a corporation shall at the same time 
I serve in the corporation in any capacity whatsoever other than as chairman 
I or member thereof, unless otherwise authorized by the President. 

i .MANAGEMENT 

SECTION 11. Managing head. The management of the corporation 
‘ shall he vested in the General Manager. 



SECTION !2. Powers and duties of ' the . General Manager, The ! NOTES 

General Manager ■ shall have the following , powers and duties: I 

fo) To direct, and manage the affairs and business of t,he Corporation, ! 
on behalf of the Board of Directors, and subject to its control and , 
supervisions;.. . 

{h) To .sit ill all meetings of the Board of Directors, and. participate : 
in its deliberations, but without the right to vote; 

(c) To submit within sixty (60) days after the close of each fiscal 
year an annual report, through the Board of Directors, to the 
Administrator of Economic Coordination; 

{d) To appoint and fix the number and salaries, with the approval of 
the Board of Directors, of such subordinate personnel as may be 
necessary for the proper discharge of the duties and functions of 
the Corporation, and with the approval of the Board, to rernove, | 
suspend, or otherwise discipline, for cause, any subordinate i 
employee of the Corporation; and 

(e) To perform such other duties as may be assigned to him by the i 
Board of Directors from time to time. 

APPOINTMENTS AND PROMOTIONS 

SECTION 13. Basis. In the appointment and promotion of officers | 
and employees, merit and efficiency shall serve as basis, and no political test ^ 
or qualification shall be prescribed and considered for such appointments or : 
promotions. Any person appointed by the Board or by the General Manager, | 
in violation of the above prohibition, shall be removed from office by the | 

Administrator of Economic Coordination. i 

SECTION 14. Application of Civil Service Law and Regulations. I 
All officers and employees of the corporation shall be subject to the Civil | 

Service Law, rules and regulations, except those whose positions may, 
upon recommendation of the Board of Directors and the Administrator of 
Economic Coordination, be declared by the President of the Philippines as | 
policy-determining, primarily confidential or technical in nature. 

AUDIT I 

i 

SECTION 15, Personnel. The Auditor General shall appoint a | 
representative who shall be the Auditor of the corporation, and the neces- ; 
sary personnel to assist said representative in the performance of his duties. 

The number and salaries of the Auditor and said personnel shall be deter- I 

mined by the Auditor General, subject to appropriation by the Board of : 

Directors. In case of disagreement, the matter should be submitted to the | 

President of the Philippines whose decision shall be final. Said salaries and | 
all other expenses of maintaining the Auditor’s office shall be paid by the i 
corporation, ■ A' ■ ' 

SECTION 16. Report. The financial transactions of the corporation | 
shall be audited in accordance with law, administrative regulations, and the | 
principles and procedures applicable to commercial corporate transactions. | 

A report of audit for each fiscal year shall be submitted, within sixty (60) ! 
days after the close of the fiscal year, by the representative of the Auditor I 
General, through the latter, to the Board of Directors of the corporation^ and : 
copies thereof shall be furnished to the President of the Philippines, the Ad- ! 
ministrator of Economic Coordination and the Presiding Officers of the two j 
Houses of Congress. The report shall set forth the scope of the audit and | 
shall include a statement of assets and liabilities, capital and surplus or deficit; 1 
a statement and surplus or deficit analysis ; a statement of income and expens- | 
es; a statement of sources and application of funds; and such comments and : 
information as may be necessary, together with such recommendations with 
respect thereto as may be advisable, including a report of any impairment i 
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' of capital noted in the audit. The report,, shall also show specifically any 
: programme, expenditures, or other, financial transaction oryuiidertaking 
I observed in the course of audit, which, in the opinion of the Auditor, has been 
I carried on or made without authority of law. 

DISSOLUTION AND LIQUIDATION 

SECTION 17. Voluntary dissolution. Whenever the Administrator 
of Economic Coordination believes that a government corporation has 
I accomplished its puiposes, or is no longer necessary to cany out the objectives 
I for which it was created, or when its main purpose cannot be accomplished, 

I resulting in financial losses, he may recommend to the President of the 
I Philippines the dissolution thereof even if its terms as provided in this Uni- 
! form Charter has not yet expired, and the President of the Philippines may, 

I by executive order, effect such dissolution. 

! SECTION 18. Liquidation. Every government owned or controlled 
I corporation which is voluntarily dissolved as provided for in the next preced- 
ing paragraph, or whose term or existence has expired in accordance with the 
I provisions of this Uniform Charter, shall nevertheless, be continued as a body 
I corporate for three (3) years after the time of its dissolution for the purpose 
I of prosecuring and defending suits by or against it and of enabling it gradiial- 
I ly to settle and close its affairs, to dispose of and convey its properties, 

I but not for the purpose of continuing the business for which it was esta- 
; blished. In order to carry out this liquidation, upon the dissolution of a 
j government corporation, a Board of Liquidators shall be appointed by the 
j President to take charge of winding up the affairs of the corporation and 
! effecting its liquidation, subject to the supervision and control of the Admi- 
I nistrator of Economic Coordination. 

I 

I GENERAL PROVISIONS 

I 

I SECTION 19. Applicability to former charters. The charters of the 
I Government Service Insurance System, Metropolitan Water District and the 
! National Power Corporation shall remain in full force and effect insofar as 
I they are compatible with the provisions of this Uniform Charter. 

SECTION 20. Applicability of the Corporation Law. The provisions 
; of the Corporation Law which are not inconsistent with the provisions of this 
j Uniform Government Corporate Charter, shall be applicable to government 
: owned or controlled corporations, 

; SECTION 21. Applicability to new corporations. All corporations 
i hereafter organized by authority of the President for the economic develop- 
' ment of the country, except those vested with governmental and regulatory 
! powers, shall be chartered under the provisions of this Uniform Corporate 
' Charter, unless otherwise provided by the President. 

i SECTION 22. Repeal or modification. All acts, executive orders, 

: administrative orders, and proclamations or parts thereof inconsistent with 
any of the provisions of this Order are hereby repealed or modified 
; accordingly. 

SECTION 23. Constitutionality. If any provision of this Order 
shall be held invalid, the other provisions shall not thereby be affected. 

1 SECTION 24. EJfectivity. The provisions of this Executive Order 
shall take effect immediately upon promulgation hereof. 

Done in the City of Manila, this 5th day of Jaiiuary in the year of Our 
: Lord, nineteen hundred and fifty-one and of the Independence of the Phili- 
: ppines, the fifth. 

ELPIDIO QUIRINO 
President of the Philippines 

By the President : 

TBQDQRO EVANGeBLISJA 
Executive Secretary 



» ‘n 




32 



APPENDIX III 


NOTES 


FOURTH CONGRESS I 

OF THE ■ ! 

REPUBLIC OF THE PHILIPPINES ; 

SECOND SESSION | 

[REPUBLIC ACT NO. 2266] | 

AN ACT AMENDING CERTAIN SECTIONS OF THE | 
REVISED ADMINISTRATIVE CODE 

{Re Jurisdiction of Auditor General) 

Be it enacted by the Senate and House of Represenatives of the Philippines | 
in Congress assembled: | 

SECTION 1. Section five hundred eighty-four of the Revised Adminis- ; 
trative Code is hereby amended to read as follows: 

‘‘SECTION 584. General jurisdiction of General Auditing Office, j 
The authority and powers of the General Auditing Office extend to and | 
comprehend all matters relating to accounting procedure, including the 
keeping of the accounts of the Government, the preservation of vouchers, j 
the methods of accounting, the examination of the books, records and papers ! 
relating to such accounts and to the audit and settlement of the accounts i 
of all persons respecting funds or property received or held by them in an j 
accountable capacity, as well as to the examination, and audit of all debts | 
and claims of any sort due from or coming to the Government of the Phili- I 
ppines in any of its branches. The said jurisdiction shall also extend to I 
all corporations established and organized in accordance with the laws of the | 
Philippines wherein the Government of the Philippines or any of its branches j 
or any corporation owned or controlled by it owns the majority of stock j 
as well as to all other self-governing board, commission or agency of the | 
government. In the exercise of this jurisdiction, the Auditor General 
shall act as the ex-officio auditor of the said corporation, board, commission 
or agency and, as such, he is empowered and authorized to appoint a repre- 
sentative, known as the auditor, in the said corporation, board, commission 
or agency and fix the salary thereof in an amount equal to the salary authoriz- 
ed for the first assistant or next ranking managing head of the corporation, 
board, commission or agency concerned. The Auditor General shall also 
have the right to appoint, and fix the salaries and the number of, the per- 
sonnel to assist said representative in his work. The expense for the main- j 
tenance and operation of his office shall be paid by the corporation, board, ! 
commission or agency concerned. Any provision of law or charter to the j 
contrary notwithstanding, such salaries and number of auditing personnel, I 
once fixed by the Auditor General, shall not be thereafter increased, diminish- ^ 
ed, or altered unless initiated by him. Said representative and his subordi- | 
nate personnel shall also receive such allowances and privileges as are or 
shall be allowed or authorized to management personnel having the same 
rank and/or salary. The necessary appropriations to cover the expenses 
for the maintenance and operation of the office of said representative shall 
be provided by the governing board, commission or agency concerned as i 
long as unencumbered capital or surplus funds are available.” I 

SECTION 2. The second paragraph of section five hundred ninety I 
of the same Code as amended to read as follows: I 

‘Tn the case of deeds to property purchased by the Government or : 
any government- owned or controlled corporation or other self-governing | 
board, commission or agency of the government, the Auditor General shall i 
require a certificate of title entered in favour of the government or other ^ 
evidence satisfactory to him that the title is in the Government.” 
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SECTION 3. Section six hundred twenty-four of the same Code is 
^ amended to read as follows: 

‘'SECTION 624. Retention of money for satisfaction of indebted- 
ness to Government. When any person is indebted to the Government of 
the Philippines or to any government-owned or controlled corporation or to 
any other self-governing board, commission or agency of the Government, 
the Auditor General may direct the proper officer to withhold the payment 
of any money due him or his estate, the same to be applied in satisfaction 
of such indebtedness.’’ _ . ' 

SECTION 4. Section six hundred fifty-one of the same Code js amend- 
ed to read as follows : 

“SECTION 651. Power of Auditor to compromise claim. The pro- 
vision of any law to the contrary notwithstanding, when, in the judgment of 
the Auditor General, the interest of the Government so requires, he may com- 
promise or release, in whole or in part, any claim or settled liability to the 
Government or any government-owned or controlled corporation or other 
self-governing board, commission or agency of the Government not exceed- 
ing one thousand pesos and, with the written approval of the President of the 
Philippines, he may, likewise, compromise or release any similar claim or 
I liability not exceeding ten thousand pesos. 

“Application for relief from such claim or liability in excess of ten 
tlioiisand pesos shall be submitted, through the Auditor General and the 
; President of the Philippines, with their recommendation, to the Congress of 
; the Philippines.” 

I SECTION 5. All Acts, executive orders and regulations, or parts 
thereof, inconsistent with the provisions of this Act are repealed. 

I SECTION 6. This Act shall take effect upon its approval. 

! EULOGIO RODRIGUEZ 
I President of the Senate 

\ This Act, which originated in the 
I Senate, was finally passed by the 
I same on May.21, 1959. 

FIDEL M. HENARES INOCENCIO B. PAREJA 

\ Secretary of the Senate Secretary of the House of 

I Representatives 

\ Approved : 

I CARLOS P. GARCIA 
I President of the Philippines 


APPENDIX IV 
FOURTH CONGRESS 

I OF THE' 

REPUBLIC OF THE PHILIPPINES 
Second Session 

I Begun and held in the City of Manila on Monday, the twenty-sixth day of 
I January, nineteen hundred and fifty-nine 

(REPUBLIC ACT NO. 2966) 

: AN ACT PROVIDING THAT THE GENERAL MANAGER, PRESI- 
I DENT, GOVERNOR OR ADMINISTRATOR OF A GOVERNMENT- 
: OWNED OR CONTROLLED CORPORATION SHALL BE EX- 
‘ OFFICIO THE VICE-CHAIRMAN OF THE BOARD OF DIRECTORS, 


DANIEL Z. ROMUALDEZ 
Speaker of the House of 
Representatives 

Finally passed by the House of 
Representatives on May 21, 
1959. 
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BOARD OF GOVERNORS, OR BOARD OF ADMINISTRATORS' !. , NOTES 

THEREOF , , 

Be it enacted by the Senate and House -of Representatives of the Philippines : 
in Congress assembled: i 

SECTION !. The general manager, president, governor, or adminis- 
trator of a government-owned or controlled corporation shall be ex-officio | 
the vice-chairman of the board of directors, board of governors, or board 
of administrators, unless its charter specifically provides that such general | 
manager, president, governor, or administrator shall be the chairman of such I 
board of directors, board of governors, or board of administrators, or unless ; 
the President of the Philippines shall have appointed such general manager, i 
president, governor or administrator as chairman. As such vice-chairman ; 
of the board, such general manager, president, governor, or administrator i 
shall sit, participate and vote in the meetings of the board. | 

SECTION 2. Any provision of Executive Order Numbered Three j 
hundred ninety- nine, series of nineteen hundred fifty-one, and of any charter | 
of any government-owned or controlled corporation inconsistent with the I 
provisions of this Act is repealed. 

SECTION 3. This Act shall take effect upon its approval. 

Approved, 

DANIEL Z. ROMUAIDEZ I 

Speaker of the House of \ 

Representatives \ 

This Act, which originated in | 
the House of Representatives, ; 
was finally passed by the same ‘ 
on April 20, 1959. j 

FIDEL M. HENARES INOCENCIO B. PAREJA I 

Secretary of the Senate Secretary of the House of i 

Representatives ! 

Approved : ’ | 

CARIOS P. GARCIA ^ ' 

President of the Philippines \ 


EULOGIO RODRIGUEZ 
President of the Senate 

Finally passed by the Senate on 
May 18, 1959. 
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MANAGEM'ENT OF PUBLIC INDUSTRIAL ENTERPRISES 
IN THE PHILIPPINES 

The organization and establishment of public industrial enterprises 
for basic industries in the Philippines, which started in 1924, were based on 
the concept that in an under-developed country such as the Philippines, 
the State should take the initiative, leadership and/or active participation 
in these fields of industrial development, particularly in the utilization 
of the raw materials and other resources abundantly available in the country. 

Local capital then was neither available nor prepared to take the 
risk in these enterprises because of the heavy capitalization required for 
their establishment even in medium-sized operations. 

Accordingly, the Philippine government pioneered in the following 
mdustrial enterprises: 

(1) In 1924 the Cebu Portland Cement Corporation (CEPOC) was 
created to ''engage in the operation of cement factories and in the 
exploitation of such mineral deposits, as coal, necessary to the 
cement industry.” 

(2) In 1936 the National Development Company (NDC), a public 
corporation, was established to “engage in commercial, indus- 
trial, mining, agricultural and other enterpidses which may be 
necessary or contributory to the economic development of the 
country and important i%the public interest, and to finance indus- 
trial plants and factories for the manufacture or processing 
of Philippine products or for the operations of public services 
necessary or incidental for the promotion of domestic and foreign 
trade in the Philippines either directly, thru a subsidiary, or by 
extending financial help to private interests by the purchase of 
bonds or by guaranteeing bonds issued by private parties.” 

(3) In 1937 the National Power Corporation (NPC) was organized 
as a hon-stock corporation to “investigate and develop the 
hydroelectric power resources of the Philippines, the availability 
of cheap power being vital to the acceleration of the economic 

: and industrial growth of any country.” 

(4) In 1950 the National Shipyards and Steel Corporation (NASSCO) 
was created to “establish in the Philippines major facilities for 
ship repairs and shipbuilding and for the preduction of steel, 
and to acquire and/or construct and operate iron and steel mills, 
ferrous and non-ferrous foundries, furnaces, smelters and other 
mills and plants for light and heavy industries.” 

PRESENT SCOPE AND IMPORTANCE OF PUBLIC INDUSTRIES 

The established public corporations in the Philippines have expanded 
their original facilities and activities so that presently these enterprises are 
engaged in cement production, coal mining, textile manufacture, cotton 
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i growing, operation of ocean-going vessels, operation of hydroelectric 
i projects, production of fertilizer, shipbuilding and ship repairs, steel pro- 
i duction and fabrication as weU as joint venture investments with private 
I capital. 

I The total assets of these public corporations by the end of FY-1948 
i amounted to approximately 450,000,000 Pesos with a total net worth of app- 
I roximately 75,000,000 Pesos. The total gross income during this period was 
i 63,000,000 Pesos. For manufacturing and mining the national income 
I amounted to 1,330,000,000 Pesos in which the share of public enterprises in 
; income represents 4.7% of this total. Employment generated by these 
i corporations reached approximately 9000. 

I During FY-1958, the m^or commodities produced by public corpora- 
: tions included the following : 


Commodity 

Quantity 

Percentage of 
Total National 

Percentage of 
Total Domestic 

Cement , 

4,225,000 bags 

Production 

29.8 

Consumption 

26.7 

Coal 

50,370 M.T. 

33.4 

33.39 

Cotton piece 
goods 

11,456,000 Yds. 

12.8 

0.81 

Yarn 

810,000 Kgs. 

20.5 

7.23 

Cotton seeds 

296,500 Kgs. 

100 

96.0 

Anhydrous 

Ammonia 

8,673 M.T. 

100 

97.2 

Ammonium 

Sulphate 

32,803 M.T. 

100 

48.9 

Sulfuric Acid 

27,085 M.T. 

91.1 

90.2 

Steel Bars 

17,190 M.T. 

29.0 

21.8 

Electrical 

Energy 

575,754,000 KWH 

34.6 

34.6 


These commodities were produced from the operation of twenty-four 
public plants and factories located all over the country and broken down as 
follows ; 


Cement Plant 1 

Coal Mines 2 

Textile Mills 2 

Cotton growing plantatibn 1 

Fertilizer Plant 1 

Hydroelectric Plants 11 

Diesel Electric Plants 2 

Shipyard 1 

Steel Mill (Merchant Bar) 1 

Metal Fabricating and Repair Shops 2 


Total 24 


After World War 11 and particularly since 1954, the emphasis in the 
expansion of the public industrial enterprises were geared to the following: 

(1) The expansion of the existing facilities with the end in view of 
utilizing and processing local raw materials (iron ore to pig iron 
to steel; raising of cotton for processing to cotton yarn, etc.) 
to finished products to reduce heavy imports of semi-finished and 
finished products (steel, cotton yam, spare parts, etc.) which 
entail heavy foreign exchange expenditures. 

(2) The expansion of the generating capacities of existing electric 
power projects to support various manufacturing industries as 
weU as the construction of new hydroelectric projects in the differ- 
ent parts of the country to meet the growing demand for rural 
electrification in the remote areas in the country and in some 
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■ cases for flood and river control and irrigation as well as to 
snpport the industrial expansion in these various areas. 

(3) Construction of ships to improve and replace surplus and obsolete 
vessels in the interisland trade. 

Generally, government participation in the above segments of industrial 
development (power and steel production) have gained importance than the 
previous periods because of the generation of employment and the dis- 
persion of these industrial activities to the different regions of the cgimtry. 
However, as discussed in the latter part of this paper, some of the public 
industrial enterprises have been relinquished to private groups to encourage 
private enterprise in the economic development of the country. 

GENERAL LEGAL AND FINANCIAL SITUATION 

Public corporations in the Philippines are governed under the ‘‘Uniform 
Charter for Government Corporations’’ as embodied under Executive Order 
No. 399, series of 1951, by the President of the Philippines. This charter 
provides the following: 

(1) “The corporate powers of the corporation shall be vested in and 
exercised by a Board of Directors consisting of not more than 
7 nor less than 5 members who shall be appointed by the Presi- 
dent of the Philippines with the consent of the Commission on 
Appointments. Among its powers, are to prescribe, amend, 
and repeal, with the approval of the Administrator of Economic 
Coordination, the by-laws, rules and regulations governing the 
manner in which the general business shall be conducted; to 
appoint and fix the compensation of the General Manager and the 
other officers of the Corporation; and approve the annual budgets 
submitted by the General Manager, subject to approval by the 
Administrator of Economic Coordination.” 

(2) “The Management of the corporation shall be vested in the 
General Manager. His duties shall include the direct manage- 
ment of the affairs and business of the corporation subject to the 
control and supervision of the Board of Directors; his atten- 
dance as Vice-Chairman in all meetings of the Board and parti- 
cipation in its deliberations; to appoint and fix the number and 
salaries of subordinate personnel with the approval of the Board; 
to submit within 60 days after the close of each fiscal year, annual 
report to the Administrator of Economic Coordination tlirough 
the Board of Directors and perform such other duties as may be 
assigned to him by the Board of Directors from time to time,” 

(3) “All government-owned or controlled corporations shall exist for 
a period of 25 years from the effectivity of this order (January, 
1951).” 

(4) “The Auditor General shall appoint a representative who shall 
be the Auditor of the corporation and the necessary personnel 
to assist the Auditor. The Auditor shall audit the financial tran- 
sactions of the corporation in accordance with the law, adminis- 
trative regulations and the principles and procedures applicable to 
commercial corporate transactions.” 

(5) “The Administrator of Economic Coordination, who has the rank 
of a Cabinet member, shall have control and supervision over all 

Ministerial participation in the governing Boards is practised as in 
the case of the Secretary of Public Works and Communications, who is 
Chairrnan of the Board of Directors in the National Power Corporation. 
There is no prohibition in the statutes or convention in this respect. Most 
of the Chairmen of the Boards are recruited, however, from the private sector. 
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notes ! Under this arrangement where. the corporations are under the direct 
I control and supervision of the Administrator of Economic Coordination 
! with a Cabinet rank and/or where the Chairm,an of the Board of the enter- 
, I prise is of Cabinet rank, closer and direct coordination is possible between 
I Cabinet policies and the corporation level This also offers quicker decision 
i and action of corporation matters raised to the Cabinet than otherwise^ 
I The representation, however, of the private sector in the governing Boards 
i of these public enterprises gives the private sector a field of representation in 
I the policies of the corporation. 

I Joint public-private financing has also been a practice in some of the 
I industrial enterprises. This type of financing is engaged into by the National 
I Development Company (NDC) which acts as a holding company for the 
! governm.ent investment in private enterprises. (Examples of this — Phili- 
I ppiiie Air Lines, Manila Gas Corporation, Philippine Electrical Manufactur- 
i ing Co.) These investments amount to approx.imately 16,500,000 Pesos. In 
j every case in the joint public-private financing, the management of the 
’ I corporation is directed by the private groups with the government as a 
I minority group in the Board of Directors. 

j POSITIONS OF CHIEF EXECUTIVES 

i The chief executive of a public corporation in the Philippines is the 
i General Manager. Generally, he is a highly qualified man and has a broad 
I overall experience of the enterprise activity. He must be of Filipino citizen- 
i ship. 

I The authority and responsibilities of the General Manager are briefly 
I enumerated in the “Uniform Charter” previously mentioned elsewhere in 
I this paper. ; . 

! The General Manager also acts as Vice-Chairman of the Board and as 
Tsuch exercises co-equal authority as any other member of the Board. 

I 

I CURRENT MANAGEMENT PROBLEMS IN PUBLIC ENTERPRISES 

(a) One of the most difficult problems in the existing public enterprises 
is the lack of working capital While government funds were provided for 
the initial establishment of these enterprises, no funds were provided in most 
cases for their operational expenditures. Furthermore, the government 
investments in these enterprises carry interest and amortization which place 
i a very heavy burden in their operation. This is so because they are non- 
stock corporations. 

Because of this major handicap, steps are now being taken to revise 
their structure by legislation to make them stock corporations if not otherwise 
disposed earlier to private interests. 

(h) Placing these corporations under government procedures of audit- 
i ing and accounting handicaps their operation in view of the stringent 
j government auditing rules for puchasing and disbursements. In many cases 
I delays are incurred which otherwise could be avoided. 

In order to remedy some of the inherent problems in purchasing under 
government auditing procedures, steps were taken to eliminate the pre- 
audit system and in its stead audit was introduced. Emergency pur- 
i chases have also been approved when such purchases are of urgent need and 
i use. Amounts under this type of purchase are, however, limited. 

I (c) Employment problems have come up at times in public enterprises 
but these problems do not present serious handicaps to operations especially 
where such employment entails specialized and technical skills. Clerical 
positions are under the Civil Service. 

(d) In the matter of intra-corporation departmental relationship 
between technical and/or production and commercial activities (purchases 
and sales), the standard practice is to gear purchases and sales with anticipat- 
ed production output. A coordinated relation exists between production 



aod pttfchasiiig , by cofistant check-ups of materials and supplies needed for, " 
the operation, of the enteiprise.to' avoid any possible bottleneck in. the opera- 
tions. ' 

III most corporations, sales of products are made to end users and not 
through distributors. This keeps the “middleman” out of the picture. 
-Presently, there are “moves” to apportion sales to end consumers and distri- , 
butors, but its efficacy or advantages has as yet to be proven particularly 
in relation' to the stabilization of prices which in the first case is completely 
controlled by the corporatiDn, and in the latter the profit motive becomes 
a primordial consideration in the transaction. 

■ In one of the corporations — the NFC — ^power sales are made through 
legitimate franchise holders in the different cities in the country under a 
contract. The NPC, however, has no control of the prices of power exacted- 
by these franchise holders to their customers. The' utility, rates of the latter 
are controlled by the, Public Service Commission. On the other hand, ^ the i 
NPC may sell directly to industries outside of cities at their prescribed ! 
lower rates without iniervention of the Public Service Commission. I 

One of the major problems now faced by government corporations is | 
the higher remuneration and incentive offered by private enterprises to top | 
executives and to higher echelon in the technical and supervisory level The | 
corporations, therefore, are met with this serious competition from the j 
private sector in keeping experts in the organization. i 

Assistance to management research, planning and training schemes for | 
supervisory level and technicians are continually being developed in many : 
of the corporations. In-job training is a standard practice. Other sclieines | 
include sending supervisory level and technical groups under corporation | 
support to foreign and local industrial centers and schools under (1) the | 
Technical Assistance program of the United Nations and the Colombo Plan, 

(2) the training program of the Industrial Development Center (IDC) with 
the cooperation of the International Cooperation Administration (ICA) 
of the United States of America, (3) the Philippine Government Program I 
of the Management Service of the Budget Commission, and (4) the Harvard j 
Advanced Management Program sponsored by private groups. I 

SPECIFIC PLAN FOR CHANGES IN SCOPE, ORGANIZATION, AND i 

MANAGEMENT OF PUBLIC CORPORATIONS | 

Government ventures in industrial enterprises and/or participation 
therein are governed by this policy-— “The Government should limit such 
participation only to cases where reasons of national interest require it or 
when such participation is desirable to stimulate private investment in a par- 
ticular field” (State of the Nation Address of the late President Magsaysay 
to the Third Congress of the Philippines, January 28, 1957). This is a re- 
statement of the policy of previous Administrations of the Republic of the : 
Philippines and is consistently being followed and implemented. Accord- 
ingly in line with this policy : 

(1) The government relinquished the Bacnotan Cement Plant 
(CEPOC plant in northern Luzon) to a private . corporation 
(Bacnotan Cement Industries) for 17M Pesos in 1957; 

(2) Shares of the National Development Company in the Manila 
Gas Corporation, Philippine Air Lines, Philippine Electrical ^ 
Manufacturing Co., were offered for sale to the public; 

(3) Sale of the NPC fertilizes plant was advertised for public bidding; 
and 

(4) Private groups were invited for joint government-private venture 
or entirely private management operation n the proposed 
NASSCO Integrated Steel Plant 

The Philippine Government, however, is deeply concerned in mcnopo- 
listic tendencies in the private sector with respect to basic industries such as 
power and steel The-shift of emphasis from a raw material supplier and 



NOTES ; agdciiltiiral economy to an, agro-industrial economy lias,, brought about a 
: new orientation in the manner by which the raw material resources should 
; be preserved^ exploited and utilized. 

I CRITERfA FOR MEASURING EFFICIENCY OF INDUSTRIAL ENTERPRISES • 

, Public industrial corporations in the Philippines may be divided into 
! two .groups , as follows: 
i 1. Service corporations 

i 2. Profit-making corporations 

j Service corporations include the NASSCO and the NPC whose main 
I objectives are to provide facilities for ship repairs and ship construct!o.n 
and generation of cheap power. As service corporations, their efficiency are 
not measured by the profits made but by the services rendered to the nation- 
al growth. The profit-making corporations’ (joint ventures and investments 
I ill private corporations) efficiency, however, is evaluated by the amounts of 
i profits made in their operations. 

; CONCLUSION 

! There is no doubt that the participation of the Philippine Govern- 
i ment in industrial enterprises has contributed to the healthy growth of the 
national economy and has stimulated private enterprises which previously 
i were hesitant in investing in extractive industries as well as in the manufac- 
j Turing and/or productive industries. The Philippine goal is a balanced 
j agro-industrial economy, 
i « 
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STATE INDUSTRIAL ENTERPRISES IN INDIA 


PAPER PRESENTED BY THE GOVERNMENT OF INDIA. 


This note submitted on behalf of the Government of India is to be 
read in conjunction with the Country Paper prepared by the Indian 
Institute of Public Administration, which deals with the present position 
of public industrial enterprises in the country in detail. 

The policy and approach of the Government of India is conditioned 
by its declared objectives of rapid economic development, and of social 
justice directed towards the attainment of a prosperous socialist economy. 
In organising the national effort in terms of these objectives and policies, 
the outstanding features include planned development, and production 
programmes, and the ensuring of a field for the full contribution on the 
country’s economic development by the private and the public sectors as 
complementary aspects of the common effort 

The Government’s Industrial Policy Resolution, which carries the | 
sanction of Parliament, is the principal document of reference at present. | 
A copy of this Resolution forms an annexure to this paper. : 

In recent years the number of industrial enterprises established, owned 
and managed hy the Central and State Governments has increased consi- 
derably. The reasons for this are several. While it is a fact that the 
increase in the size of the public sector is a recent phenomenon, it is his- 
torically true that even before the idea of a planned economy was mooted, 
India did posses a large number of public enterprises. Irrigation works, i 
railways, ordnance factories, communication services, large-scale power and i 
a number of other enterprises have been established and run by the State I 
for several decades now. Therefore, when in 1947 the country became I 
independent and had to enunciate an industrial policy of its own, it found ^ 
itself already operating a large number of enterprises. Several of them 
belonged to the category of utilities and irrigation works. 

A second reason why the State has to go into industrial activity in I 
a big way is the fact that the country has embarked upon rapid economic 
development in a planned and methodical way. Any scheme of rapid 
economic development postulates rapid industrialisatioa^^^^^ is in this 

context that the Industrial Policy Resolutions of 1948 and 1956 become 
important. They set out in some detail the respective and complementary 
roles of the private and public sectors in the industrial development of the 
country. (See the Country Paper). The objective is the attainment of i 
rapid industrialisation in a manner consistent with the ideals that have ! 
been enunciated in the Constitution of India, especially in the Directive 
Principles of State Policy. One of the objectives is that the State should 
endeavour to reduce inequalities of income and wealth. Therefore, if 
India is to iiidustraiise herself quickly, it should not be done at the cost 
of accentuating such inequalities, a result which may follow if the industrial 
entrepreneurship and management were left entirely in the hands of the 
private sector. A third compelling reason is the absence of an existing 


Notes ^ strong industrial base for- the country. The building up of an iiidiistrial 
base needs eiiorm'ous investment of capital which the private sector in 
' : India is not in a position to provide at the required pace and in sufficient 
: quantity, if the private sector is to provide this without negating the 
: spirit of the Constitution, then the investing class must be drawn from a. 

I, sufficiently large section of the whole population. Inyestnient of capital: 
■ ill industry depends 'in the ultimate analysis on the amount of saviiig^people 
' are able to make. ' In a country like India where the per capita income 
is still very low and where the overwhelming majority of the people still 
live at a bare subsistence level, the possibility of their saving and contri- 
^ bating to the national pool of wealth for investment is meagre* Thus 
private enterprise is not in any position to secure from the savings of the 
people at large the capital needed for investment. As for capital resources 
from abroad, in the case of the largest items of loan investment, even 
when it is obtained for well established enterprises, the Government of 
India has to step in and guarantee the repayment of the loans received 
from foreign parties. Hence if industrial development is to be achieved 
at a rapid pace Government as the largest single agency capable of invest- 
ing large capital has to enter the industrial field. 

Coupled with the above reasons must be considered the impact of 
the acceptance of the idea of a socialist pattern of society as the goal of 
the Indian society. The considerations which apply in deciding upon what 
industrial undertakings are to be established, how they should be run, 
where they should be established, how their products shall be priced and 
distributed, and so on, are somewhat different from those which prevail in 
the case of private enterprises. For instance, Government must consider 
not so much what the likely demand of a particular product is going to 
be, but rather what it should be and even build up the demand for it. 
In order that the country may achieve a certain pace and standards of 
^ development, the Government must create certain demands. These are 
considerations which apply largely in a planned socialist economy; they are 
beyond the purview of the private sector, however large that sector may 
be. 

One important reason which has influenced Government thinking in 
the matter of owning and managing industrial enterprises is the considera- 
tion of profit. In India, the Government has not accepted the idea that State 
enterprises ought not to make profits. While in certain specific cases, in 
I order to subserve a larger public interest, Government has operated enter- 
prises on a non-profit or a low profit basis or subsidised the sale of pro- 
ducts as in the case of fertilizers produced at Sindri, the general policy 
has been that State enterprises should make profits and thereby contribute 
towards the national pool of savings and of wealth which in the ultimate 
analysis is distributed among the entire people of the country. 

These are the main considerations which have governed the think- 
ing of the Government in relation to the public sector in India. A signi- 
ficant aspect of the industrial policy of the Government has been the 
absence of purely doctrinaire considerations. A reading of the two 
Industrial Policy Resolutions as well as of the Five Year Plans will amply 
bear out pragmatic approach of the Government in these matters. While 
I for the reasons stated above the Government has decided upon an expand- 
! ing public sector for the country it has at the same time been able to 
I encourage private enterprise in all spheres. Co-operation and harmony 
between the two sectors have been well maintained. 

! This realistic attitude has been maintained also in the sphere of orga- 
' iiisation and management of State enterprises. Government has generally 
followed the policy that in managing these enterprises the methods, modes 
and measurements of management followed in other countries, as well as 
in India itself should be carefully studied, adopting what has proved good, 

I rejecting the bad, and always in keeping with the Indian situation. The 
! following extract from a Government report presented to Parliament for 
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the year 1956-57 characterises the experience and the continuing approach | 
of the Government of India : ’ ■ I 

®^Duriiig the five years many things have been tried out in ^the | 
way of organisation, and experience has been gained in the planning, I 
setting up and running of large-scale industries. This includes such ; 
matters as the initiation of and . preliminary work on projects; various ; 
kinds of organisations (of which the company form has been most : , 
fruitful), the association of foreign experts and consultants, the build- I 
ing up of sound conventions and principles for efficient working | 
and rendering of account and for the proper discharge of responsi- | 
bility from the ground organisations right up to the Parliament. 
Special attention lias been given towards making the project admini- 
strations and companies autonomous so as to give sufficient scope | 
for initiative in achieving speedy and economically sound results in 
the different enterprises; to this end the policy has been followed of 
decentralising functions and authority to the maximum extent possi- ; 
ble. There has also been constant endeavour to apply to the working 
of State-owned enterprises the full benefit of experience gained, both ; 
technical and managerial, in private enterprises. This has been done, 
amongst other things, by the association of non-official directors on 
the Boards of Government companies, the inclusion of technical 
experts on the committees set up in connection with the different 
projects, recruiting of trained personnel from private undertakings 
(subject to their being made available) and by informal consultations 
with people experienced in running industrial and commercial enter- 
prises. Special efforts have been directed towards setting up rea- 
sonably high standards in matters concerning the workers, including 
the provision of adequate pay scales and conditions of service, 
housing, medical attention, educational facilities, and amenities. 
Labour leaders have been appointed directors on several of the 
Boards. In addition, the interests of the consumer and purchaser of 
the products of the different enterprises receive constant attention, so 
that their prices may be kept as low as possible in the public interest. I 
The significance of these aspects can hardly be over-emphasised in the 
context of a dynamic and rapidly expanding economy.” 

Some of the current management problems in State enterprises in- 
clude (a) problems of recruitment and training, (b) providing for raw 
materials, power and services, (r) the balancing of industrial development 
in terms of capital investment, products, regional considerations, the inter- 
linking of industrial enterprises, and so on, (d) worker-management rela- 
tionships, and (e) accounting and control and the measurement of 
management. 

As the industrial sector is expanding at a rapid pace, the lack of 
skilled personnel at all levels has become a major problem for the manage- 
ment of State industrial enterprises. The increase in the number of such 
personnel has not been such as to equal the growth of industrialisation. 
Although engineering institutions and technical schools have been started 
since the beginning of the First Five Year Plan in fairly large numbers, 
there is still a great demand for technical personnel and this has resulted 
in severe competition. Training of these men to take up suitable jobs in 
the industries concerned still remains a difficult issue. The absence of 
training facilities in the existing industries and institutions has made this 
problem rather acute. 

As a large number of enterprises have been started during the last 
seven or eight years there is a considerable scarcity^ o^^^^^^^^^^ materials, in- i 
eluding such important materials as steel, coal, cement, power and the || 
like. This scarcity has often made planning of the construction of projects ^ 
difficult. To some extent the acuteness of this has been alleviated by the 
fairly strict control exercised over the distribBtion of these important 
materials. 
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Worker- management relations, on the whole, are cordial, and the 
level of wages in public sector enterprises is comparable both within 
industry and as part of the larger national picture. However, a question 
that public enterprises have now to tackle is that of labour participation 
in industrial iiiaiiagement. Such participation has been accepted as a goal 
to be attained and the Second Five Year Plan makes a modest beginning 
in this regard, in that it- 'recommends the setting up of joint works com- 
mittees in every plant. Recently it has also been decided to introduce 
other forms of closer labour-management participation in some selected 
enterprises run by the Government of India. This is. a matter in which 
suitaWe methods have yet to be evolved. 

To summarise, the Government of India has been following a 
flexible and somewhat pragmatic policy in planning, organising and fur- 
thering the industrial development of the country, in terms of the major 
objectives of rapid economic advance and social security and justice. This 
approach, combined with the need to take into account the contemporary 
circumstances which prevail, has conditioned the Government’s thinking 
and decisions regarding specific problems as they arise, such as promotion 
of new indiistries, investment of foreign capital, nationalisation of parti- 
cular enterprises, conserving of foreign exchange, and in general in foster- 
ing a climate of co-operation amongst all sectors of the economy. In 
regard to patterns of organisation and management of public enterprises, 
the Government has deliberately kept its policy flexible audio quite large 
areas of activity has proceeded by trial and experiment, always in keeping 
with the basic canons of good management, so as to ensure the greatest 
degree of producfivity, especially in terms of social and human values. 



ANNEXURE 


GOVERNMENT OE INDIA 

INDUSTRIAL POLICY RESOLUTION 
New Delhi, the 30th April, 1956. 

No. 91/CF/48. — The Government of India set out in their Resolu- ; 
tion dated the 6tli April, 1948, the policy which they proposed to pursue 
in the industrial field. The Resolution emphasised the importance to the i 
economy of securing a continuous increase in production and its equitable I 
distribution, and pointed out that the State must play a progressively active : 
role in’ the development of industries. It laid down that besides arms | 
and ammunition, atomic energy and railway transport, which would be i 
the monopoly of the Central Government, the State would be exclusively | 
responsible for the establishment of new undertakings in six basic indus- ; 
tries — except where, in the national interest, the State itself found it i 
necessary to secure the co-operation of private enterprise. The rest of the ! 
industrial field was left open to private enterprise though it was made | 
clear that the State would also progressively participate in this field. 

2. Eight years have passed since this declaration on industrial policy. I 

These eight years have witnessed many important changes and develop- i 
ments in India. The Constitution of India has been enacted, guaranteeing | 
certain Fundamental Rights and enunciating Directive Principles of State i 
Policy. Planning has proceeded on an organised basis, and the first Five | 
Year Plan has recently been completed. Parliament has accepted the I 
socialist pattern of society as the objective of social and economic policy, i 
These important developments necessitate a fresh statement of industrial | 
policy, more particularly as the second Five Year Plan will soon be placed 
before the country. This policy must be governed by the principles laid 
down ill the Constitution, the objective of socialism, and the experience 
gained' during these years. I 

3. The Constitution of India, in its preamble, has declared that it I 

aims at securing for all its citizens — i 

'JUSTICE, Social, economic and political; | 

LIBERTY of thought*, expression, belief, faith and worship; I 

EQUALITY of status and of opportunity; and to promote among | 
them all 

FRATERNITY assuring the dignity of the individual and the unity 
of the Nation.’* 

' j- 

In its Directive Principles of State Policy, it is stated that — 

“The State shall strive to promote the welfare of the people by 
securing and protecting as effectively as it may a social order in which i 
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: jiiHlice, social economic and political shall iiiforin all the institutions oi the 
: national life/' 

Further that — ' ■ 

■^‘The State shall, in particular, direct its policy towards securing— 

(a) that the citizens, men and women equally, have the right, to an 

adequate means of levelihood; 

(b) that the ownership and control of the material resources of the 
community are so distributed as best to subserve the co,m,mon 
good: 

’ (c) that the operation of the economic system does not result in 

the concentration of wealth and means of production to the 
common detriment; 

(d) that there is equal pay for equal w^ork for both men and women; 

(e) that the health and strength of workers, men and women, and 
the tender age of children are not abused and that citizens are 
not forced by economic necessity to enter avocations unsuited 
to their age or strength; 

(/) that childhood and youth are protected against exploitation and 
against moral and material abandonment.” 

4. These basic and general principles were given a more precise 
direction when Parliament accepted in December, 1954, the socialist pattern 
of society as the objective of social and economic policy. Industrial 
policy, as other policies, must therefore be governed by these principles 
and directions. 

5. In order to realise this objective, it is essential to accelerate the 
rate of economic growth and to speed up industrialisation and, in parti- 
cular, to develop heavy industries and machine making industries, to 
expand the public sector, and to build up a large and growing co-operative 

I sector. These provide the economic foundations for increasing opportu- 
i nities for gainful employment and improving living standards and working 
conditions for the mass of the people. Equally, it is urgent, to reduce 
disparities in income and wealth which exist today, to prevent private 
monopolies and the concentration of economic power in different fields 
in the hands of small numbers of individuals. Accordingly, the State 
will progressively assume a predominant and direct responsibility for 
setting up new industrial undertakings and for developing transport facili- 
; ties. It will also undertake State trading on an increasing scale. At the 
i same time, as an agency for planned national development, in the context 
of the country’s expanding economy, the private sector will have the 
opportunity to develop and expand. The principle of co-operation 
should be applied wherever possible and a steadily increasing proportion 
of the activities of the private sector developed along co-operative lines. 

6. The adoption of the socialist pattern of society as the national 
objective, as well as the need for planned and rapid development, require 
that all industries of basic and strategic importance, or in the nature of 
public utility services, should be in the puMc sector. Other industries 

, which are essential and require investment on a scale whichf only the State, 

! in present circumstances, could provide, have also to be in the public 
I sector. The State has therefore to assume direct responsibility for the* 
i future development of industries over a wider area. Nevertheless, there are 
I limiting factors which make it necessary at this stage for the State to 
I define the field in which it will undertake sole responsibility for further 
r development, and to make a selection of industries in the development of 
I which it will play a dominant role. After considering all aspects of the 
' problem, in consultation with the Planning Commission, the Government 
of India have decided to classify industries into three categories, having 
regard to the part which the- State would play in each of them.’ These 
categories will inevitably overlap to some extent and too great a rigidity 



might defeat the purpose in. view. But the basic principles and' objectives i 
have always to be kept in view and the general directions hereafter refer- | 
red to followed. . It should also be remembered that it is always open to | 
the State to undertake any type of industrial production. I 

7. Ill the first category will be industries the further development of | 
which will be the exclusive responsibility of the State. The second cate- 
gory will consist of industries, which will be progressively State-owned 
and in which the State will 'therefore generally take the initiative in I; 
establishing new undertakings, but in which private enterprise will also be | 
expected to supplement the effort of the State. The third category will I 
include all the remaining industries, and their future development will, in I 
general, be left to the initiative and enterprise of the private sector. I 

8. Industries in the first category have been listed in Schedule A 
of this Resolution. All new units in these industries, save where their : 
establishment in the private sector has already been approved, will be : 
set up only by the State. This does not preclude the expansion of the ; 
existing privately owned units, or the possibility of the State securing the 
co-operation of private enterprise in the establishment of new units when : 
the national interests so require. Railways and air transport, arms and 
ammunition and atomic energy will, however, be developed as Central 
Government monopolies. Whenever co-operation with private enterprise 
is necessary, the State will ensure, either through majority participation 
in the capital or otherwise, that it has the requisite powers to guide the 
policy and control the operations of the undertaking. 

9. Industries in the second category will be those listed in Schedule 

B. With a view to accelerating their future development, the State will 
increasingly establish new undertakings in these industries. At the same ; 
time private enterprise will also have the opportunity to develop in this | 
field, either on its own or with State participation. | 

10. All the remaining industries will fall in the third category, and I 
it is expected that their development will be undertaken ordinarily through 
the initiative and enterprise of the private sector, though it will be open ; 
to the State to start any industry even in this category. It will be the | 
policy of the State to facilitate and encourage the development of these ; 
industries in the private sector, in accordance with the programmes for- | 
mulated in successive Five Year Plans, by ensuring the development of | 
transport, power and other services, and by appropriate fiscal and other I 
measures. The State will continue to foster institutions to provide ! 
financial aid to these industries, and special assistance will be given to | 
enterprises organised on co-operative lines for industrial and agricultural I 
purposes. In suitable cases, the State may also grant financial assistance | 
to the private sector. Such assistance, especially when the amount in volv- | 
ed is substantial, will preferably be in the form of participation in equity | 
capital, though it may also be in part in the form of debenture capital. I 

11. Industrial undertakings in the private sector have necessarily to 
lit into the framework of the social and economic policy of the State 
and will be subject to control and regulation in terms of the Industries 
(Development and Regulation) Act and other relevant legislation. The 
Government of India, however, recognise that it would, in general, be I 
desirable to allow such undertakings to develop with as much freedom | 
as possible, consistent with the targets and objectives of the. national | 
plan. When there exist in the same industry both privately and publicly | 
owned units, it would continue to be the policy of the State to give fair 
and non-discriminatory treatment to both of them. 

" 11 . ' division of industries into separate categories does not 
imply that they are being placed in water-tight compartments. Inevitably, 
there will not only be an area of overlapping but also a great deal of 
dovetailing between industries in the private and the public sectors. It 
will be open to the State to start any industry not included in Schedule A 
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NOTES ’ and Scliediile B when the needs of' planning so require or there are other 
. : important reasons for it. ' In appropriate cases, privately owned units may 
; be permitted., to produce an item falling within Schedule A for meeti.iig 
^ their own .requirements ,or as by-products. There will be ordinarily no bar 
■ to s.iiia!l privately owned units undertaking production, such as the mak- 
: iiig of latiiiches and other. light-craft, generation of power for local needs 
: and smair scale mining. Farther, heavy industries in the public sector may 
obtain some of their requirements of lighter components from. t,lie private 
sector, while the private sector in turn would rely for many of its needs 
on the public sector. The same principle would apply with even greater 
• force to the relationship between large scale and small scale industries. 

13. The Government of India v/ould, in this context, stress the role 
of cottage and village and small scale industries in the development of the 
national economy. In relation to some of the problems that need urgent 
solutions, they offer some distinct advantages. They provide immediate 
large scale employment; they offer a method of ensuring a more equitable 
distribution of the national income and they facilitate an effective mobiii- 

i sation of resources of capital and skill which might otherwise remain un- 
utilised. Some of the problems that unplanned urbanisation tends to 
I create will be avoided by the establishment of small centres of industrial 
I production all over the country. 

14. The State has been following a policy of supporting cottage and 
: village and small scale industries by restricting the volume of production 

ill the large scale sector, by differential taxation, or by direct subsidies. 

I While such measures will continue to be taken, whenever necessary, the 
j aim of the State policy will be to ensure that the decentralised sector 
! acquires sufficient vitality to be self-supporting and its development is 
I integrated with that of large scale industry. The State will, therefore, 
j concentrate on measures designed to improve the competitive strength of 
; the small scale producer. For this it is essential that the technique of 
I production should be constantly improved and modernised, the pace of 
; transformation being regulated so as to avoid, as far as possible, techno- 
: logical unemployment. Lack of technical and financial assistance, of 
I suitable working accommodation and inadequacy of facilities for repair 
I and maintenance are among the serious handicaps of small scale pro- 
I ducers. A start has been made with the establishment of industrial estates 
I and rural community workshops to make good these deficiencies. The 
I extension of rural electrification and the availability of power at prices 
I which the workers can afford will also be of considerable help. Many of 
I the activities relating to small scale production will be greatly helped by 
I the organisation of industrial co-operatives. Such co-operatives should be 
j encouraged in every way and the States should give constant attention to 
I the development of cottage and village and small scale industry. 

I 15. In order that industrialisation may benefit the economy of the 
I country as a whole, it is important that disparities in levels of development 
I between different regions should be progressively reduced. The lack of 
industries in different parts of the country is often determined by factors 
- such, as the availability of the necessary raw materials or other natural re- 

sources. A concentration of industries in certam areas has been due to 
I the ready availability of power, water supply and transport facilities which 
i have been developed there. It is one of the aims of national planning to 
ensure that these facilities are steadily made available to areas which are 
; at present lagging behind industrially or where there is greater need for 
j providing opportunities for provided the location is otherwise 

] suitable. Only by securing a balanced and co-ordinated development of 
I the industrial and the agricultural economy in each region, can the entire 
country attain higher standards of living. 

16. This programme of industrial development will make large 
demands on the country’s resources of technical and managerial personnel. 
To meet these rapidly growing needs for the expansion of the public sector 
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and for ^tlie development of village and small scale industries, proper 
managerial and technical cadres in the public services are being established. 
Steps are also being taken to meet shortages at supervisory levels, to organise 
apprenticeship schemes of training on a large scale both in public and in 
private enterprises, and to extend training facilities in business management 
ill imiversities and other institutions. 

1 7. It , is necessary that proper amenities and incentives should be 
provided for all those engaged in industry. The living and working con- 
ditions of workers should be improved and their standard of .efficiency 
raised. The maintenance of industrial peace is one of the prime requisites 
of industrial progress. In a -socialist demo,cracy labour is a partner in the 
common task of development and should participate in it with enthusiasm. 
Some laws governing industrial relations have been enacted and a broad 
common approach has developed with the growing recognition of the 
obligations of both management and labour. There should be joint con- 
sultation and workers and technicians should, wherever possible, be associat- 
ed progressively in management. Enteiprises in the public sector have to 
set an example in this respect. 

18. With the growing participation of the State in industry and j 
trade, the manner in which these activities should be conducted and 
managed assumes considerable importance. Speedy decisions and a will- 
ingness to assume responsibility are essential if these enterprises are to 
succeed. For this, wherever possible, there should be decentralisation of 
authority and their management should be along business lines. It is to 
be expected that public enterprises will augment the revenues of the State 
and provide resources for further development in fresh fields. But such 
enterprises may sometimes incur losses. Public enterprises have to be 
judged by their total results and in their working they should have the 
largest possible measure of freedom. 

19. The Industrial Policy Resolution of 1948 dealt with a number | 
of other subjects which have since been covered by suitable legislation or | 
by authoritative statements of policy. The division of responsibility bet- I 
ween the Central Government and the State Governments in regard to | 
industries has been set out in the Industries (Development and Regulation) I 
Act. The Prime Minister, in his statement in Parliament on the dtn | 
April 1949, has enunciated the policy of the State in regard to foreign 
capital. It is, therefore, not necessary to deal with these subjects in this 
resolution. 

20. The Government of India trust that this restatement of their 

Industrial Policy will receive the support of all sections of the people | 
and promote the rapid industrialisation of the country. I 


SCHEDULE A | 

1. Arms and ammunition and allied items of defence equipment. j 

2. Atomic energy, ■" , , ■ | 

3. Iron and steel. ' I 

4. Heavy castings and forgings of iron and steel. j 

5. Heavy plant and machinery required for iron and steel production, ; 

for mining, for machine tool manufacture and for such other basic | 
industries as may be specified by the Central Government. i 

6. Heavy electrical plant including large hydraulic and steam turbines. I 

7. ■ Coal and lignite.; ■' ■ [ 

8. Mineral oils.' .. ■ ,| 

9. Mining of iron ore, manganese ore, chrome ore, gypsum, sulphur, 
gold and diamond. 
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■ iO. Milling and processing of copper, lead,- zinc, tin,' molybdeniiiii and 
woifrain. 

IL Minerals specified -in the Schedule to the Atomic Energy (Control 
of Production and Use) Order, 1953. 

12. Aircraft. 

13. Air transport. 

14. , Railway transport 

15. Sliip'btiilding. , 

16. Telephones and telephone cables, telegraph and wireless apparatus 
(excluding radio receiving sets). 

17. Generation and distribution of electricity. 

SCHEDULE B 

■ 1. All other minerals except "‘minor minerals” as defined in Section 3 
of the Minerals Concession Rules, 1949. 

2. Aluminium and other non-ferrous metals not included in Schedule 

"At ■ ■ 

3. Machine tools, 

4. Ferro alloys and tool steels. 

5. Basic and intermediate products required by chemical industries such 
as the manufacture of drugs, dyestuffs and plastics. 

6. Antibiotics and other essential drugs. 

7. Fertilizers. 

8. Synthetic rubber. 

9. Carbomsation of coal. 

10. Chemical pulp. 

11. Road transport. 

12. Sea transport. 
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MANAGEMENT OF PUBLIC INDUSTRIAL ENTERPRISES IN I 

THAILAND | 

By ■ I 

CHAROON OONJITT j 

For generations, Thailand’s economy has depended upon agricultural i 
production, which account for more than one-half of the national income. 
At present, only 9 per cent of the gross national product is derived from J 
the manufacturing sector. This, however, does not mean that industrial i 
progress is considered unimportant, as the Government of Thailand is | 
pursuing a programme of economic development in which the expansion | 
of industry plays a major part. : 

The industrial capacity of Thailand, like many countries that are in ! 
the early stages of development, is mainly located in the small and medium- ! 
scale field. These industries however provide a great variety of goods and 
services. 

A social and economic survey carried out in 1954 indicated that 2 
per cent of the economically-active population were engaged in industry. 
The survey also showed that about 2,500 enterprises employed more than 
ten persons, and twenty-eight thousand small enterprises employed under | 
ten people each. From data and information available it is roughly esti- ! 
mated that there has been a growth of three to four times in manufac- ; 
taring enterprises since 1950. Among these enterprises, the Government’s ; 
share in the manufacturing sector is proportionally small in comparison 
with the aggregate number of private establishments. This is due to the i 
government’s decision not to compete with private investment but rather ! 
to assist by filling the gaps in the industrial chain and by participating I 
in new and as yet untried industries that the private sector has not had I 
the confidence to attempt. 

Its policy can be summarized as follows: 

(a) To create interest and encourage industrial investment I 

(Z?) To promote industry, especially that avoided by the private j 
entrepreneur. I 

(c) To stabilize prices and to reduce internal shortages. | 

(d) To create useful employment. I 

In accordance with the above policy, the following factories have 
been established by various government ministries: 

Ministry of Industry— 2 paper factories 

4 sugar factories 
1 gunny-bag factory 
1 alum factory 
1 metal works factory 
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|- ■ 1 pin and paper clip factory 

I 1 distillery 

1 ice plant 

2 bamboo products factories 
2 umbrella factories 

1 lacquerware plant 
1 ceramic plant 

1 sewing and weaving factory (reed carpets, 
belts, hats, handbags, shoes) 

Ministry of Agriculture — 1 plywood factory 

2 ice plant 

1 door and window factory ' 

1 cement factory* 

4 saw mills 

! Ministry of Defence — 1 battery factory 
I 1 textile factory 

I 1 tannery 

I 1 glass factory 

I 1 canned food factory 

I Ministry of Finance — 3 cigarette factories 

I (including National 2 sugar factories 

I Economic Development 1 gunny-bag factory 

Corporation) 1 paper factory 

I 13 distilleries 

I Ministry of Health— 1 pharmaceutical factory. 

These factories have been in operation for several years with varying 
j degrees of success. Efforts are continually being made by various govern- 
I ment agencies to raise the productivity of these factories. 

I ORGANIZATIONAL PATTERNS AND ADMINISTRATION 

The organizational pattern of public industrial enterprises in Thailand 
I may be classified into 3 categories, namely: 

I 1. dependent organization, 

I 2. semi-dependent organization, and 

I 3. independent organization. # 

I Category 1 : Dependent Organization 

I Organizations established under this category are those of an experi- 
mental nature and consist of the following types: 

(a) pilot plants, 

(b) training centres. 

They are therefore not self-supporting and depend upon the parti- 
I ciilar ministry for their capital and operating expenses. 

I The administrative staff are under the control of the Director-General 
I of the ministry and the Minister of Finance. Such plants operate within 
i government departmental procedure and are not considered economic 
enterprises. 

They exist only until the objective for their establishment has been 
accomplished, when they are liquidated, or until they become self-support- 
ing, as are the factories in category 2, 

; Category 2 ; Semi- Dependent Organizatiom 

! Semi" Dependent plants are those that are established as commercial 

j enterprises, where the managing director has more freedom of control. 





He is answerable to a board of directors, of which the Director-General 
of the ministry is a member. ’ The organization is not under the control 
of the Ministry of Finance. 

Category 3 : Independent Organization 

There are public industrial enterprises which have the same status 
as a private limited company. The government is merely ' a shareholder 
and the managing director is responsible to a board of directors, appoint- 
ed by the government. 

Thus, the relationship between the governing body and' the operat- 
ing unit of public industrial enterprises are as follows: 

Category I Category 2 Category 3 

Government Government Board of 

Department Department Directors 

I 

Board of 
Directors . 

I . i . 

Factory Manager Managing Director Managing Director 

In these organizations, a sound administration is required to accomp- 
lish objectives to the fullest degree possible. At least the functions 
of administration should be analysed, understood and applied ; 
and the relationships among people working in industrial enterprises must 
be carefully established to bring about team spirit and harmonious opera- 
tion. In other words, the administration of industrial undertakings is 
concerned with the selection, development, and maintenance of a work 
force which can achieve the goals of the organization in an efficient manner. 
This is difficult to obtain in practice. There might be factors such as igno- 
rance or an ineffective working system which affect the procedures of good 
administration. Sometimes it is necessary to introduce remedial actions for 
improving the situation. Experience shows that a systematic approach to 
administration can enable the enterprise to fulfil its objectives. 

PROBLEMS OF STAFFING 

Efficiency of industrial enterprises depends mainly on the people who 
do the work. And the most important person is the manager, who 
directs and guides the day-to-day operation of the enterprise. Especially 
in state enterprises the results should be achieved in a manner which will 
assure the manager of the confidence and trust of the general public. As 
public industrial enterprise is capitalized by national money, the manager 
is responsible to the government and the people. In this sense the respon- 
sibility of the manager in public industrial enterprise is apparently greater 
than that of the manager in private enterprise who is responsible only to 
a group of people, i.e. the shareholders. Therefore, it is important to find 
a right man for the managerial post. And that person must not only have 
background knowledge and experience in actual work but he must also 
be reliable and honest. To some extent, the qualities required of a 
manager will differ from job to job and from industry to industry, but 
there is a common factor which every manager should have, and that is 
managerial ability.. However, the conditions of service and the qualifica- 
tions of the individual are major factors for consideration in appointing j 
the manager of a public industrial enterprise. With carefhl selection it is i 
possible to allocate individual personnel to the work for which it is best I 
suited. Only snag is that it is difficult to determine appropriate tests of ! 
managerial' ability. , 

In Thailand, public industrial enterprise recruits its managers from 
the following sources : 

(1) Employees from within an undertaking or industry who have | 
academic qualifications and wide experience gained in service, or equivalent | 
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! qualifications with - experience in executive positions and possessing 
I managerial ability. 

I , (2), Competent persons from outside the enterprise wlio are recognised 

; as having managerial skill and who are well-equipped with knowledge and 
I experience in industry* 

When the manager has been appointed he will have authority and ' 
'responsibility to manage the enterprise freely. Normally, the managing- 
director is also a member of the board of directors; the enables him to 
I direct the enterprise along the line required by the board or the government. 

I STEPS TAKEN FOR BETTER MANAGEMENT 

; In view of the feet that the efficiency of the organization largely 
I depends on, persons who are working in the undertaking as manager and : 
I supervisors, the Government of Thailand has provided facilities for train- 
; iiig' these people in various skills. Apart from education in universities 
^ and technical colleges, several government agencies are carrying out training 
I courses. The Department of Industrial Works, Ministry of Industry, has 
I conducted short training courses on management subjects such as Statistical 
; Methods, Purchasing and Store-keeping, Personnel Management, Work 
i Study, etc. The Department also carries out extensive training on 
^ supervisors’ development under the Training within Industry system. The 
i enterprises under the control of the Department and other public indus- 
i trial enterprises can enjoy the benefit of these trainings. The In-service 
; Training Division, Institute of Public Administration, conducts offithe^ob 
i training for Training Directors and other training of a specific nature such 
I as in Mails and Record Management, and O&M. The Vocational 
I Department, Ministry of Education, has converted 8 carpenter schools into 
I industrial schools where workshops are being installed for skilled labour 
I training in the following fields— building construction, welding (sheetmetal, 

! diesel engine and locomotives, genera! electricity, and radio) telecommuni- 
1 cation. Both youngsters and foremen can join these industrial schools. 

I The management of public industrial enterprises can send their staff to be 
; trained in these centres in order to gain more skill and obtain better 
I understanding of working procedures, which, in the long run, will help 
in raising quality and efficiency. 

Besides training facilities, Thailand has received assistance from 
several international organizations such as the United Nations, Colombo 
I Plan, USOM, etc. Experts from these agencies have made investigations 
and advised on the improvement of working methods as well as the 
I avoidance of red-tape practice. An inspection committee has been ap- 
I pointed by the Ministry of Industry to investigate the operation of enter- 
s prises under the control of the Ministry with a view to increased produc- 
I tivity. The committee is authorized to visit factories and interview the 
; factory manager but has no authority to give orders. The committee 
I reports and recommeirfs directly to the Ministry; this report will be 
! passed to the enterprise concerned for study and taking action. The 
I assistance from the United Nations Organization under the Operational 
I and Executive personnel programme is also under consideration by the 
I Thai authorities. Such actions might help in improving the management 
I of public industrial enterprises. 

I Attempts have .been made to develop techniques for judging the 
I efficiency of the enterprise in order to keep it at its highest level In 
practice, several measures have been used to determine the enterprises’ 
efficiency. They include (a) monthly reports in which output, expenditure, 

I sales, and labour turnover are recorded and compared with previous 
: months; (b) unit costing in producing particular products that can be 
; periodically compared to find variations; and other measures such as 
profit, management ratio, actual output/ capacity ratio, are sometimes 
taken to indicate the efficiency of the enterprises. 
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CONCLUSION 


MOTES 


Good inaiiagam^iit of public industrial enterprise is needed for 
optimum progress in achieving the goals of the nation. In seeking results 
the manager must run the enterprise properly and efficiently. He must 
operate within the framework of his assignment. He must, adhere to 
various laws related to his organization. And he must conform to the 
policies and regulations of higher authority. This is quite a difficult 
task. The competent manager may take positive actions to achieve good 
.management, such as* to have realistic planning and balanced organiza- 
tion; to maintain sound procedures and effective communication;’ to use 
standards and management data; to utilize resources and competent 
personnel; and to bring about high morale. If the enterprise can provide 
sepices that meet the satisfaction of the general public, then it can main- 
tain its reputation. Public industrial enterprises in Thailand are directed 
towards that end. The degree of success is still to be seen. 
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GOALS FOR MANAGEMENT OF PUBLIC INDUSTRIAL 
ENTERPRISES IN TAIWAN 

By 

h C HUANG , I 

Economic Development 1ms always been the basic motivation behind ; 
investment of government public funds in industrial enterprises. In an 
under-developed country this tendency is even more pronounced, due to the I 
low standard of living the people of such a country find themselves to be in. 

In the era of colonialism, countries of Asia and Far East were considered as | 
the suppliers of raw materials and farm products. Consequently, very little | 
industry existed except for scattered handicraft arts, which were the remnants I 
of the agricultural economy of the last two thousand years or more. The I 
industrial revolution of Western Europe and America in the nineteenth cen- i 
tury accelerated industrial development of the West, while the East hibernat- I 
ed in contentment with its agricultural economy: Modern facilities of com- | 
munication and transport^ion have made tremendous impact on the j 
peoples of the East, demonstrating the possibilities of fuller physical comforts | 
of life in contrast to traditional drudgeries, which had been fatefully taken for | 
granted for many centuries. People have been awakened to the fact that I 
spiritual life need not be devaluated by the better enjoyment of material | 
well-being; sometimes even the reverse is true, for material betterment may | 
enhance spiritual achievement. Confucius, the ancient Chinese sage, said | 
more than two thousand years ago that one could achieve honour only after I 
his hunger is satisfied. After World War II, the East has realized that true 
political freedom comes after economic freedom., .and political strength goes | 
along with economic strength. With enormous natural resources in their | 
respective countries, they see unlimited possibilities of raising the standard | 
of living of their peoples. Economic development means wealth to a nation ; 
and well-being to the people, consequently strength to the countiy. This i 
basic motive. of the governments constitutes the raison d’ etre of public indus- | 
trial enterprises in this region. In ah under-developed country, private 
capital is scarce, and it would be a long time before accumulation of capital 
could reach a stage for large scale investment. Government must take the 
lead to venture into important industries with all its financial resources and | 
executive power. Public industrial enterprises of this region may have I 
various diferent specific objectives, but they must all be considered as off- I 
shoots of this fundamental truth. 

The situation in Taiwan is no exception. For historical reasons, some ^ 
of the larger industrial enterprises were taken over by the government when ; 
Taiwan was retrived from Japan after World War II. It was realized at the 1 
time that the heavily bomb-inflicted factories would never be rehabilitated j 
if left entirely to private interests. It was also evident that economic recovery 1 
and social well-being relied heavily oh these industries. Thus, the govern- I 
ment took over all the unwanted factories, and in ope stroke conyerted them ^ 
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into a dozen public enterprises, which have since constituted the backbone 
of economic development in Taiwan. They consisted of sugar, power, 
fertilizer, aluminium, petroleum refining, alkali, machine manufacturing, 
shipbuilding, coal, metal mining, paper and cement. The first consideration 
I of the government at the time was speedy recovery of normal economic life 
I on Taiwan, and five years were regarded as a reasonable period, in view of the 
I high degree of destruction the factories suffered during the war. Everything 
I was to be expedited, and no effort spared to support the programme by the 
I various agencies of the government. As a result, most of the factories 
I resumed production within two years after transfer of management ; and by the 
I third and fourth year, with a few exceptions, they were in full production at 
1 capacities equal to those before their destruction. While credit should be 
j given to t|e managers and engineers who worked at them, it is a proof of the 
I success of the public enterprises as a system in contrast to private operation. 

I The achievement of a crash programme or an emergency project can be 
j pointed with pride by the advocates of public industrial enterprise using these 
I as admirable examples. The objective is evidently for the production of 
I commodities to supply a tremendous demand which could only be satisfied 
I through a local source, if excessive expenditure of foreign exchange was to 
j be avoided. The matter of cost or profit was a secondary consideration. 

{ Operations of these public industries have served as a foundation for the 
i later development of private industries. Public industries constituted only 
! 44% of the total value of industrial production of the country in 1958, as 
I compared to 55% in 1952. This has fully justified the existence of public 
I industrial enterprises in Taiwan, in spite of their many drawbacks. 

Another distinct advantage of public industrial enterprise in an under- 
: developed country is its objective of serving as a training ground for technical 
and managerial talent. Starting from a dijRTerent cultural background, many 
I countries of the East had respected scholars, and looked down upon trade 
i and manual work as unbefitting to the higher class of intellectuals of the 
! society. For instance, nowhere in the history of China is a record of the 
I designers or builders of that monumental Great Wall to be found, yet poets 
I or writers who sang about the greatness of the Wall were abundantly record- 
I ed in the annals of Chinese literature. Even today the Great Wall must be 
I considered as an ingenious feat of engineering and management by modern 
; standards. The downgrading of technical skill and management talent caus- 
ed the moTe intellectually gifted people of the past to shy away from these 
: careers until recent times, in China perhaps up to at least the time before the 
second World War. When government decided to venture into public 
I industrial enterprises during the last twenty years, it was only natural that 
I competent engineers and managers were nowhere to be found. Recruits 
from all walks of life were pursuaded to join in the work, and it is conceivable 
that they had little experience in industry as a whole. Errors were bound to 
I be made, and from them were gained knowledge of practical engineering and 
j management. Thus emerged a number of engineers and managers who 
: became the nucleus for industrial development in China. We must admit, 
they had been cultivated at the expense of the public enterprises, and only 
governmental industries could bear such an expenditure, which might ruin a 
private operation. The advantage of this objective of the public enterprises 
was born out by later facts. 

When Taiwan was returned to China after World War II, all Japanese 
: nationals were repatriated at the earliest moment at their own volition. 
All the industries in Taiwan at that time were managed and staffed at the 
higher levels by Japanese. Their departure left vacant all the positions from 
president down to middle management in almost all industries, and disrupted 
the operation at once. As most of important industries were taken over by 
; the government, it was its duty to seek the appropriate manpower. Fortu- 
nately the government had operated sufficient industrial enterprises during 
the War with a view of training personnel in various lines, so that it was able 
to draw on this source of supply. This group was able to prove its worthi- 
i ness by assuming responsibility for these operations, and rehabilitated the 
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severely damaged fectories witliiii. a. period two to tEree.. years ahead of the [ 
targeted schedule. It would have, been utterly .im.poss.ible to .achieve such' a 
task without this pool of technical, and managerial talent :in the public indiis- j 
trial enterprises. . Later as the industries in, Taiwan developed, more and | 
more persons were drawn .from this source by .private enterprises as well. I 
It is not far from the truth, when we say that the rapid expansion of private | 
industries in Taiwan in recent years can be largely attributed to the availabili.ty | 
of technical and m,anagerial personnel who gained their experience wo,rking I 
in public -enterprises. I 

It must be realized that managerial experience can only be attained in I' 
one’s own country. Transplanted foreign talent needs time to adapt itself i 
to t,he host country; and it is not likely to stay, permanently, especially for the I 
better g,rade of people who can always find, better positions in, their own, 
country. ^ The countries of the under-developed area must raise their own 
corp of industrial managers if they intend to embark on industrialization;. ! 
The public industrial enterprise is the only place tO' give the managers their ■ 
required experience. Managers are .never born or educated,, even if; they j 
•went to ■ Harvard Business Sdhool or other famous institutes of management ^ 
in the world. Actual workingday experience is the only way to groom, a I 
manager into a better and more valuable person for an industrial operation. | 
The same thing can be said of good engineersv although training in a more ! 
advanced country may help to a certain extent.. We have the conviction I 
that the burden of extensive economic development in its final stages must j 
be, borne by free private e,nte.rpfis€s,, and all of them:mull run. by competent j 
managers and engineers. Public enterprises must lead by providing the ; 
training ground for these personnel if a country is to shorten its develops j 
ment period. , This is one of the missions of the public industrial enterprise. | 
If one bemoans the inefficiency of the management of a public industry, we | 
must tell him that this is what it ought to be. Good managers from the | 
government enterprises ought to join and help develop private industries in | 
order to expedite economic development, and leave the inexperienced in : 
training with the public enterprise. There will come a day when this will not | 
be necessary and private industries will be able to breed their own managers. ; 
By then public enterprise will have lost one of its main reasons for existence, | 
and its importance anyhow. If young, promising and experienced managers ; 
of the public industries fail to move out, it may be a sign of stagnation in the ; 
development of the private sector. 

In the long run, however, the fate of the public industrial enterprise | 
depends on the national policy of the country concerned. If a country leans | 
toward' socialism, all industries of any importance at all will be in t.he hands i 
of the government, no matter how inefficiently they are operated. On the 
other hand, if a country has faith in free enterprise as an' economic system., .j 
the present public enterprises will sooner ' or later pass into , private hands. | 
This matter of national policy, however, is outside the scope of this discussion. | 
But let me stress one point. ^ Many of the defocts and, difficulties encoun- | 
tered in the management of public industrial enterprises are inherent in | 
the system, and no amount of improvement in details could correct its basic | 
disadvantages. Just because' it is public' money,, it must be carefully audited- 1 
by appropriate -authorities, so: that no embezzlement happens. ' Because 
the government is the owner of the property, a high authority in government j 
as a public duty ^ must approve operation policies and certain.- major details. I 
Politics is bound to come in on anything connected with government. All I 
these will tie the hands of the responsible manager who ought to have consi- | 
derable freedom in' operating a modern industrial enterprise efficiently. To ! 
require a manager of a public industry to produce results comparable to a | 
similar private industry, is really asking, for the impossible. No enlightened ! 
and responsible authority of the government - should denmnd such a thing ' 
of a manager, for the policy of establishing such enterprises is on an entirely ; 
different ground -and reason. ^ Profit alone is certainly not the reason for a • 
public industry, -and should -never be taken as the sole criterion for measuring i 
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: the success,, or failure of a public. enterprise,. as is usually' done in the priva.te 
sector. ■ 

.As a country becomes more, developed economically, .free p,rivate 
I enterprises will have established themselves firmly. It has proven in many 
! countries of the West that a free economy is far more dynamic in creating 
I wealth for a nation and raising the standard of living of its people. It has 
I also been proven that private industry can be more efficiently managed. 
For the good of a country, it seems that the government need not go into 
public industry further than is absolutely necessary, and it should be at a 
minimiira. When conditions are ready for private interest to operate it the 
I public industrial enterprise should be transferred, and the price received 
1 therefrom may be used for other enterprises of a developing nature, if such 
I are still to be established by the government. Thus the goal of any public 
j industry, except for particular reasons, should be its ultimate transfer to 
I private ownership. 

I This has been the policy in Taiwan where private industrialists have 
1 shown high proficiency. In 1954, four public industries in Taiwan passed 
i into private hands, and they are being successfully operated, though they 
; suffered some drawbacks in the initial stage. They included such profitable 
I industries as cement, paper, jute bags, textile mills, pineapple, etc. It was 
I also proclaimed by the government three years ago, that ail industries 
under government ownership will be given up to private enterprise, except 
; for power, which is a basic public utility; sugar, which has a very profound 
: influence on the eci^nomy of the country; and oil refining, which has defence 
I significance. 

I It is probably fitting to point out at this stage, that there will always 
I be some resistance from vested interests, especially from those running and 
; controlling these enterprises. However, this should not prevent the govern- 
ment from carrying out its policy for the general welfare of the people. 
But it is a factor to be reckoned with, and such interference could create 
I quite a nuisance. The ability of a private interest to raise enough money to 
I buy the larger public industries in a single lump sum may appear lacking, 

I but arrangements could always be made with the government to transfer the 
; ownership by stages. Postponement of transfer of the public industries to 
I the private sector will no doubt retard the economic development of a coun- 
try, and inability to do so signifies the faulty execution of the public indus- 
trial enterprise system in any free economy. 

As a whole, it must be said that the main objective of the system is to 
achieve economic development of an undeveloped country and accelerate 
its completion. Government investment in industries serves to lead by 
example and illustrate with its more abundant resources. In its operating 
stage public enterprise will have also served as a training ground for technical 
and managerial personnel which are found to be most lacking for industrial- 
I ization in both public and private sectors of the countries of this area. This 
indispensable resource of manpower can only be cultivated in the domestic 
environment. In the meantime, governmental endeavours will have created 
the correct atmosphere and built up sufficient basic facilities for the private 
investor. When private entrepreneurs have shown proficiency in risk-taking, 

I and gained experience in management, it is time for the public industrial 
enterprises to be gradually transfered into private hands. It is only then that 
the public enterprise system will have fulfilled its mission as a prime mover 
for the dynamic economic development of a country, which will eventually 
bring wealth and prosperity to the people as whole. 
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FOREWORD 

The Seminar on “Administrative Problems of State 
Enterprises”, of which the proceedings are contained in this volume 
was the third in a series which the Institute has been convening. 
The first one was held in Hay, 1956, and the subject was “The 
Study and Teaching of Public Administration In Indian Univer- 
sities,” The second one, on “Recruitment and Training for Public 
Services” was convened in March, 1957. 

On subjects of vital importance like these, and about 
which there Is urgent need for careful consideration, the Institute 
has been bringing together persons of different kinds of 
experience and shades of opinion to discuss them in a detailed 
and comprehensive manner. In all these respects, I am glad 
to say that the present Seminar has been a success. The twenty 
seven persons who participated in it are men who in one way or 
other, have had opportunities of studying the problems of public 
enterprises in different aspects. The Seminar was also lucky to have 
as its Director, Shri S. S. Khera, I. C. S. who, as Secretary to the 
erstwhile Ministry of Production, and in his present post as 
Secretary to the Departments of Mines and Fuel, has had an 
intimate understanding of the operation of public undertakings in 
India. I am very grateful to him as well as to all participants in the 
Seminar for the valuable contribution they have made to the 
understanding of the subject. 1 am sure that the Report will be of 
interest to all members of the Institute as well as to a wider 
public. 


V. K. N. MENON 



iNTRODUCTION 


The present volume is the report of the Seminar on the Administrative Problems 
of State Enterprises in India, which was held on December 20-21, 1057, e-t the Indian 
Institute of Public Administration. It was attended by twenty-seven distinguished 
persons, drawn from such varied spheres of activity as Parliament, Governments, 
both Central and State, public and private enterprises^. Universities and public life. 
Thus the group was a mixed one, and it was deliberately so made to bring out as 
many points of view as possible. Secondly, the number of participants was restricted 
because it was felt that as a Seminar, which is not so much a Conference as a study 
group, it was essential to keep it small and within manageable limits. 

background of the Seminar itself is simple. The Indian Institute of 
Public Administration, which is devoting its attention to important problems which, 
possibly, have not been adequately dealt with in other contexts felt that the time has 
come for a Seminar on this subject. However, as the Seminar was to be for only 
tvulve working hours spread over two days, it was necessary to work within certain 
limitations. It was essential to keep the number of topics manageable so as 
to give each one of these adequate time for discussion within these two days. So, 
we in the Institute tried to select aspects of the subject which would bring out certain 
important problems which arise in practice rather than that there should be a broad 
or even academically fuU discussion of all the problems of State enterprises as such. 
The attempt, therefore, was to highlight those specific problems which require very 
special attention at present. They are relevant also to the present stage of develop- 
ment of these enterprises. The State as an enterprenueur has entered into active 
participation in industrial enterprises only very recently, although it has a pretty 
long history of organising enterprises which have a very impoi taut commercial aspect, 
for example, Posts and Telegraphs and Railways. N'evertheless, the actual choice of 
the topics was made only after receiving suggestions from the participants in that 
regard. 

Accordingly, the Seminar discussed three subjects, m., External Control, 
Top Management and Problems of Internal Management. Within their broad scope 
several specific items were posed for discussion, and these were: (I) parliamentary 
c^)iitrol in relation to the autonomy of State enterprises; (2) audit control; (3) the 
composition and powers of the Board of Directors; (4) the position of th€'. Managing 
Director, in relation to (a) the Government and, (b) the Board of Directors; (5) the 
role of the Einancial Adviser; (6) workers’ participation in management; (7) terms 
of employment in State enterprises; and (B) staffing at management and top technical 
levels. Owing to the non-availability of time the last item could not be discussed. 
However, discussion about the other seven items was free and full. Every member 
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participated and it was remarkable. to "watclx the members agreeing .or disagreeing on 
points irrespective of their backgrounds. , I should also 'add that it was never intended 
• that the 'Seminar should arrive at any conclusions^ although..it might be, possible to 
draw some, inferences regarding the trend of the discussions. 

In preparing tins volume care has been taken . to preserve the original sequence 
of the discussions. It vll! be noticed that though the name of ail the participants 
in the Seminar are given in the report, opinions expressed by them , in the' course of 
the discussion are not . mentioned against their names. It 'was agreed at the begin- 
ning that this would be useful to enable all participants to engage in a full and 
frank discussion of ail the items on the agenda of the Seminar. 

The volume is divided into two Parts. Part I is the Beport of the proceedings 
of the Seminar and Part II contains the background papers prepared by the Institute 
for use by the participants. 

Before concluding, I must say that it was a great privilege for me to act as 
the Director of what has really been a most exhilarating and useful Seminar. The 
Institute must be congratulated on having convened a Seminar of this kind. I must 
also express my thanks to Shri P. T. Kuriakose and Shri S. B. Saharaya of the Insti- 
tute who prepared the background papers. Shri Kuriakose also edited the 
proceedings for the purpose of this publication. 


March 20, 1958 


S. S. KHEEA 

niKECXOR OF THE SEMINAR 
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Adminislrative Problems of State Enterprises in India 

Working Paper 

I 

EXTERNAL CONTROL 


A, Pariiamentary Control in relation to the 

autonomy of State Enterprises 

One of the primary considerations 
for granting autonomy to a State enter- 
prise is to ensure freedom of action neces- 
sary for its activities. It is generally 
agreed that a public enterprise, if it is 
to be run on sound business principles 
and successfully must posses a sufficient 
degree of autonomy from Parliament 
and Government. Equally well recognised 
is the supremacy of the Legislature within 
the framework of the Constitution. Parlia- 
ment has to have powers to exercise the 
ultimate control over a State enterprise. 
Whatever may be the form of organisation 
of a State enterprise. Parliament must 
rightly possess that control when it entrusts 
the taxpayer’s money to a set of people 
who, however well-intentioned and effi- 
cient should he accountable for the success 
and good conduct of the enterprise. Here 
is an apparent conflict of interest for 
which there is no theoretical answer. 

Parliamentary control ma}?- be exer- 
cised in several ways. Asking questions 
and getting answers for them in Parlia- 
ment is one form. Even this apparently 
simple procedure is veiy limited in its 
scope. Questions on policy matters are 
alone generally replied to. The Speaker 
too has the power to disallow certain 
questions even when the notice of such 
questions is received. Parliamentary de- 
bates about a particular enterprise or 
a group of enterprises is another form 
of control. The Budget debates and 
debates on Bills and Besolutions moved 
by Government or members also provide 
occasions to Parliament to exercise its 
control. The Public Accounts Committee 
and the Estimates Committee, the tw'o 
principal organs of Parliament to exercise 
specific control, often go into considerable 
details of the working of State enterprises. 


Parliament may appoint a special Com- 
mittee to deal exclusively with public 
■enterprises, ; -Ad hoc committees may 
also be set up to examine the operation 
of a particular enterprise as need arises. 
Bequiring the enterprise to siibuiit the 
annual budget and. the annual report for 
scrutiny is another method of controL Of 
late, there has been a suggestion that, 
besides the Annual Eeport, the enterprise 
should submit to Parliament reports from 
time to time, dealing with such matters 
as it is appropriate to report. 

All these methods can be applied with 
varying degrees of effect. Their impact 
on the working of the enterprise varies 
with the effectiveness of the method 
adopted, and merits discussion. The 
important point is to determine as to 
what should he the degree and modes of 
control by Parliament o ver the operations 
of Government enterprises, with special 
consideration to tlie stage of develop- 
ment of parliamentary democracy and of 
public enterprise management in India. 

To summarise, the points for considera- 
tion will include: — ' 

(i) What should be the degree and 
modes of Parliamentary control 
and the degree of independence 
for the enterprise? 

(ii) How should Parliament limit the 
exercise of its own powers of 
control? 

(Hi) What specific limitations should 
be placed on the powers and 
functions of Management? 

B. Audit of Accounts of State Enterprises 

At present the accounts of a statutory 
corporation are audited normally by 
an auditor appointed by the Central 
Government in consultation %vith the 
Comptroller and Auditor General although 
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varmtioiiB do exist, lor companies ■ the 
procediira is laid down in the Companies, 
Act itsoif that tlio auditor must 'be 
appointed by t’ho Goi’orimient in consnlta- 
tion with the Comptroller and Auditor- 
General. The main consideration, here^ 
is again the need to ensure that the 
taxpayer*s money is well spexit^'that the 
enterprise does not use its freedom from 
Treasury control to the detriment ;.of 
piiblic interest. Wliich then is the best 
form of control? Is it better to hawe an 
outside auditor to audit the accounts 
of the enterprise, but whose audit is 
subject to review by the Comptroller- 
and Auditor«General> or is it preferable 
to have the Comptroller and Auditor 
General himself to do the work as in the 
case of the Air Corporations, or is it 
more advantageous to have a highly 
specialised independent body to do the 
audit as is done in France ? In that 
country a Commission by the name 
Commission de Verification des Comptes 
was set up in 1948. It is more of a judi- 
cial body and is composed of several 
sections, each section consisting of five 
persons, including one representative each 
from the Ministry of Economic Affairs 
and Ministry of Finance. It is the duty 
of the Commission to examine the accounts 
of public enterprises. It publishes a 
general report besides sending special 
reports to the Ministers concerned. Apart 
from examining the accuracy of the 
accounts of the enterprises, the Com- 
mission also makes obsexwations about 
their managements and also suggests 
any changes it deems necessary. 

The points for consideration will 
include the following: 

{i) Should the accounts of a public 
enterprise be audited by a quali- 
fied outside auditor? 

{ii) Should the Comptroller and 
Auditor-General be given the 
responsibility entirely to audit 
the accounts of State enterprises? 

iiii) Should an independent agency, 
similar to the one in France, be 
set up for this purpose ? 

{iv) Should the auditing of the accounts 


of public enterprises be different 
from that of private enterprises? 

II 

TOP MAJI AGEMENT 

A. ■ The C-omposition of the Board of 
Directors 

The composition of the Board of 
Directors is a matter of vital importance 
to the successful working of public enter- 
prises. As at present constituted, the 
Boards of Directors of most of the enter- 
prises consist mostly of officials of Govern- 
ment although ordinarily non-officials are 
also associated. Some of them have 
fulltime Chairmen. Often a Secretary 
to the Government happens to be the 
Chairman of the Board of an enterprise 
under his own Department and in some 
instances the Ministers have taken up 
the Chairmanship of the undertakings 
under their charge. 

Several points arise in this regard. 
First, what should be the scope of the 
Board’s functions? Should the Board 
deal only with matters of policy? Or 
should it be a Board of Management? 

A second point is about representa- 
tion of interests on the Boards of public 
enterprises as for example consumers, 
workers, other interested parties etc. 
The Estimates Committee of Parliament 
in its reports have supported the idea 
of associating individuals from the private 
sector with the Board and for this throw- 
ing open a certain percentage of the 
share capital to that sector. 

A third point is about the kind of 
Chairman that a Board should have. 
The position of the Chairman is a crucial 
one. What then should be his qualifica- 
tions? Should he be a generalist adminis- 
trator or an ‘idea man’ or an ‘integrator’ 
of ideas ? It is sometimes argued that 
if the Chairman m too much of an ‘idea 
man’, then the/Pther members will be 
inclined to leave things to him. On 
the other hand, if he is only an ‘integrator’ 
of ideas the Board should also contain 
other ‘idea men’. 
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, To summarise:— ' ■ ■ 

What' shoiild bo, tbo nature' and 
, ' .fanctions' :of , tbo Board? 

{w} Should parsons ^ the 

be brought into the 
Boards and under what conditions? 

(m) Should there be interest represen-* 
tation on Boards and what interests 
should be given representation ? 

(t^ Should a Secretary to the Govern- 
ment or a Minister be the Chair- 
man of an undertaking under 
their charge? 

(v) What should be the qualifications 
of the Chairman? 

(m) What should be the position 
and powers of the Chairman ? 

B. Powers of the Board of Directors 

Since the Board of Directors is 
responsible for the successful working 
of a Government enterprise it is necessary 
that it is provided with the necessary 
powers. But the difSeulty arises because 
in the exercise of its powers, sometimes, 
the Board may have to take into account 
considerations which the Board of Direc- 
tors of a private enterprise will not have 
to reckon with. 

The questions for consideration will, 
therefore, include the following: 

(t) What should be the powers of 
the Board of Directors? 

(u) What should be the modes of 
accountability between the Board 
and the administrative Ministry 
of the Government? 

C. The Position of the Managing Director 
in relation to (a) the Government and 

(b) the Board 

Not less important than the compo- 
sition of the Board is the selection of the 
Managing Director. This is so because 
on him will largely depend the fortunes 
of the enterprise. To that end he must 
possess the necessary qualities and be 
invested with appropriate authority. The 
Managing Director of a public enterprise 
is in a somewhat dilBEerent position from 
fiiat of a private enterprise. 


Next to consider is the position of the 
Managing Director in relation to the 
■ Board of Directors. He is a member of 
the Board arid at the same time an 
employee of the enterprise. He is usually 
appointed by the Government and is 
removable only by the Government. 
He is answerable through the Board and 
not directly, to the Government, since 
the Board is in charge of the enterprise. 
The questions for consideration include: 
What should be the powers of the 
Managing Director (a) vis-a-vis the 
Board and (b) delegated by the Board? 

D. Role of the Financial Adviser 

The position of the Financial Adviser 
has been subject to a great deal of dis- 
cussion, particularly his relationship with 
the Managing Director. The controversy 
has largely centred on the question whether 
the Financial Adviser should be given 
a right to go to authorities higher than 
the Managing Director in case of dis- 
agreement between the two. It is con- 
tended on the one hand that since the 
Financial Adviser is an expeit, whenever 
his advice is found inacceptable to the 
Managing Director who is not an expert, 
the former should have a right to place 
the matter before the Board, and if need 
be the Government. On the other hand, 
it is pointed out that in so far as it is 
not the Financial Adviser on whom rests 
the responsibility to run the enterprise 
according to the wishes of the Board, 
the Managing Director who has that 
responsibility must possess the power 
to overrule the advice of the Financial 
Adviser. 

As a compromise it has been suggested 
that the Financial Adviser should be on 
the Board. Another view is that although 
the Financial Adviser should not be 
given the right to go over the Managing 
Director, rules must be so framed as 
to make it very difficult for the Managing 
Director to turn down the advice of the 
Financial Adviser except when absolutely 
necessary. 

The question to be considered is: — - 
What should be the exact role of the 
Financial Adviser and his powers 
vis-a-vis the Managing Director? 
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Ill 

PROBLEMS OF INTERNAL 
MANAGEMENT 

A. Staffing at Managemiiit' and Top 
Technical Levels 

The primary problem of staffing is 
rocrnitment. It is necessaiy to have a 
proper procedure for selecting the higher 
administrative and technical personnel 
for State enterprises. There are three 
alternative procedures: (a) to leave 

the function of selection to the enter-^ 
prise completely (b) selection for certain 
types of jobs carrying more than a 
prescribed salary being done with the 
approval of the President and (e) entrust- 
ing the work to an outside agency like 
the Public Service Commission. Another 
problem connected with • recruitment is 
the determination of the level of authority 
which is to make the selection. In this 
connection it is sometimes asked whether 
the person immediately superior should 
have a say in the selection of his immediate 
subordinate. 

The points for discussion include:~-» 

{i) What are the appropriate agencies 
and levels of decision for selecting 
the staff of State enterprises? 

(w) What are the best methods for 
recruitment and staffing? 


B. Term of Employment in State 
Enterprises 

For the successful working of State 
enterprises it is necessaiy that qualified 
persons are employed in them. But the 
availability of qualified persons depends 
upon the terms the enterprises are prepared 
to offer. At present there is no uniformity 
in the terms offered by different enter- 
prises. It has also been found that 
because of this disparity in the terms 
offered people often leave one enterprise 
to Join another for better prospects. This 
works to the disadvantage of the enter- 
prise which gave them the training. 

Another point to he considered Is 
the competition from the private sector 
where the terms offered are far more 
lucrative. To counteract this competi- 
tion it has been suggested by some that 
Government should fix a ceiling on salaries 
paid in the private sector. 

Allied to this is the question of 
interlinking the fortunes of the enterprise 
and of those operating it. In the private 
sector often there is this inter- connection. 
A manager who produces good profits — 
which after all is the yardstick for assess- 
ing the success and failure of the enter- 
prise— .gets something in return. Like- 
wise the workers get bonus or other 
equipalent he . fits. So there is a conti- 
nuous persona* nvolvment between the 
fortunes of the enterprise and those 
running it. This is not the case in public 
sector. 
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CHAPTER I 


Parliamentary Control in Relation to the Antonomy of 

State Enterprise 

The Statement of the Problem 


One of the primary considerations 
for granting autonomy to a State enterprise 
is to ensure fieedom of action necessary 
for its activities. It is generally agreed 
that a public enterprise^ if it is to be 
run on sound business principles and 
successfully must possess a sufficient 
degree of autonomy from Parliament 
and Government. Equally well recog- 
nised is the supremacy of the Legislature 
within the framework of the Constitu- 
tion, Parliament has to have powers 
to exercise the ultimate control over a 
State enterprise. Whatever may be 
the form of organisation of a State 
enterprise:, Parliament must rightly 
possess that control when it entrusts 
the taxpayer’s money to a set of people 
who^ however well-intentioned and effi- 
cient, should be accountable for the 
success and good conduct of the enterprise. 
Here is an apparent conflict of interest 
for which there is no theoretical answer. 

Parliamentary control may be exer- 
cised in several ways. Asking questions 
and getting answers for them in Parlia- 
ment is one form. Even this apparently 
simple procedure is very limited in its 
scope. Questions on policy matters are 
alone generally replied to. The Speaker 
too has the power to disallow certain 
questions even when the notice of such 
questions is received. Parliamentary 
debates about a particular enterprise or 
a group of enterprises is another form 
of control. The Budget debates and 
debates on Bills and Resolutions moved 
by Government or members also provide 
occasions to Parliament to exercise specific 
control. Parliament may appoint a 
special Committee to deal exclusively 
with public enterprises. Ad Hoc com- 
mitteas may also be set up to examine 
the operation of a particular enterprise 


as need arises. Requiring the enterprise 
to submit the annual budget and the 
annual report for scrutiny is another 
method of control. Of late, there has 
been a suggestion that, besides the annual 
report, the enterprise should submit to 
Parliament reports from time to time, 
dealing with such matters as it is 
appropriate to report. 

All these methods can be applied 
with varying degrees of effect. Their 
impact on the working of the enterprise 
varies with the effectiveness of the 
method adopted, and merits discussion. 
The important point is to determine 
as to what should be the degree and 
modes of control by Parliament over 
the operations of Government enter- 
prises, with special consideration to the 
stage of development of parliamentary 
democracy and of public enterprise manage- 
ment in India. 

To summarise, the points for considera- 
tion will include: 

{i) What should be the degree and 
modes of Parliamentary control 
and the degree of independence 
for the enterprise ? 

{ii) How should -Parliament limit 
the exercise of its own powers 
of control ? 

(m*) What specific limitations should 
be placed on the powers and 
functions Cx‘ management? 

The discussion got on to a lively 
start when a member asked whether 
the degree and modes of Parliamentary 
control did not depend upon the form 
of the enterprise i.e. whether it was a 
Corporation or a joint-stock Company, 
etc. If the enterprise was departmentally 
run. Parliamentary control would be 
as complete as it would be over any 
other activity of the Government. If 
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on the other hand it waS; a Corporation, 
the statute itself -would lay down, what, 
powers were to be gweii to the Corpora- 
tion. If it was a Company then, arose 
the , question whether it was a genuine- 
Company in the sense whether it was 
really autonomous with an independent 
Board or whether it was a Company 
which wm more or less a fictional one. 
^'In such cases” the member said '‘I 
should think Parliamentary control would 
be or should be as complete as it can 
be, because Parliament has not delegated 
power to anybody. So it will be better 
to look at it from the point of view of 
the nature of powers whicli Parliament 
has delegated in particular cases.” 

Another member supported this view 
that the form of the enterprise was an 
important consideration in determining 
the extent of Parliamentary control. 
He said that when a Company or a 
Corporation was formed and that form 
was observed merely as a cloak and 
not in reality, then Parliament should 
not give up its right to control. “What 
we are really concerned with, I think, 
is that now that the State is setting 
up industrial enterprises, which are run 
for purposes of production of the same 
type as has been done in the past by 
private enterprise, and therefore, are 
in many senses different from an organi- 
sation like Posts and Telegraphs or 
the Railways, what form of organisation 
would be most appropriate, which would 
secure on the one hand that degree of 
freedom which an enterprise must have 
in its day to day working and that over- 
all control which Parliament must retain 
if a state enterprise is not to be entirely 
without accountability. Now, I am 
asking the question is it possible and 
if so in what conditions for the Company 
to have a real entity so that it is not 
subject to departmental running, and 
yet to have essentially a link with the 
Govermnent and ultimately Parliament. 
In other words what we have to ask 
ourselves is what would be the ideal 
form of structure and incorporation for 
a production unit which has to sell its 
production to the community (not to 
its own Department like the Chittaranjan 


Locomotives selling its locomotives to 
the Railway Board) which would con- 
form with the basic requirements of 
Parliamentary control and yet have the 
adequate freedom” 

Strong support to the above view 
came from another member who said : 
“it has a definite relationship to the form 
in which State enterprises are organised. 
As you aH know State enterprises have 
been organised in three forms. Some of 
them like the Chittaranjan Locomotives 
and the Integral Coach Pactory at Peram- 
bur are administered departmentally and 
their accountability to Parliament is 
full and complete. Then there are the 
Corporations which have been constituted 
by Statute and the relevant Statute itself 
defines the authority of the Corporation 
and also the control which Paxdiament 
exercises. In the case of companies on 
the other hand, control is necessarily 
very limited. Therefore in considering 
the question, we cannot ignore the form 
adopted. We have got to take into 
account the particular form that has 
been adopted in setting up these State 
enterprises. Personally speaking I see 
very little logic in classifying them into 
three categories. The Integral Coach 
Factory is as much a commercial enter- 
prise as Sindri Fertilizers, but yet the 
former is administered departmentally. 
I do not think anybody will say that 
it is being managed any less efficiently 
than Sindri. Therefore, to discuss 
accountability we must consider the 
form in wliich a State enterprise has 
been organised. 

“In the ease of departmental units 
both the capital and the operating budgets 
are presented before the House. It 
affords the House an opportunity to 
discuss the efficiency of operation of 
these undertakings. In the ease of a 
Corporation, no annual demand is placed 
before the House unless some money 
has to be granted as loan or some money 
has to be invested in the Corporation. 
In the case of Companies, there are three 
modes of control; first, when demands 
are placed before the House for invest- 
ment as share capital; secondly through 
interpellations on the floor of the House; 
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aiid tMrdty:, throiigli the halance^^sheet 
and reports submitted by the Companies 
and the Corporations to the House. 
In the case of Companies and 
Corporations which are not audited 
by the Comptroller ^nd Auditor 
General accountability is nebulous A 
professional auditor has to conduct 
his audit within the limitation of the 
provisions of the Company Act. He 
has merely to certifiy the Profit & Loss 
Account and the Balance Sheet. The 
reports presented by the various Com- 
panies as well as this type of certificate 
from the auditors give no information 
to Parliament and Parliament is naturally 
unable to exercise any effective control 
over the operations of these Companies”. 

This view was, however, forcefully 
challenged by some other participants 
who maintained that the form of the 
enterprise was not very important in 
deciding as to how Parliamentary control 
was to be exercised. As one discussant 
put it “To me that (form) is not a very 
important thing. Whether it is organised 
in a Company form or in a Corporation 
form is a matter of convenience. What 
is essential is that all Companies should 
have a public aspect. All public enter- 
prises, I think, should be regarded by 
Parliament in the same manner, though 
there may be slight differences. The 
main point I wish to emphasise is that 
the public interests have to be protected 
in some form or other, and if Parliamen- 
tary control is essential, it is essential 
for public Corporation as also for other 
forms of management. To suppose that 
merely because business was organised 
in a departmental way. Parliament 
could exercise all control or because it 
was organised as a Corporation, it need 
not exercise control was a distinction 
which was not relevant from the point 
of view of the economic, social and public 
aspect. In short, the form was not so 
important as the substance. Whatever, 
the form of organisation, when a State 
enterprise conducted commercial acti- 
vity, then it should come under the 
same modes and degrees of control.” 

The above opinion was further sus- 
tained by another who said that the form 


the enterprise assumed was not at all 
important. The issue really is to what 
extent Parliament should control; what 
is the basis of consideration for deter- 
mining the degree, measure and direction 
of control and if agreement is contained 
in the statute or in the Articles of Asso- 
ciation, as the ease may be, as to what 
you want, then the question of form 
is relegated to the background. One 
could put whatever was needed into 
the statute or the Aidicles of Association, 
as the case may be. Nothing prevented 
that being done, and yet these Corpora- 
tions and Companies might not have 
real autonomy, because that would 
depend upon other factors.” 

At this stage it was suggested that 
it would be better to discuss this quea^ 
tion by considering whether the extent 
of Parliamentary control would neces- 
sarily follow from the nature of the 
undertaking. It was necessary to be 
clear about this point because Parliament 
by its various decisions in regard to 
such matters, from time to time, had 
showed that there was going to be a 
difference in regard to the extent of 
control that it wanted to exercise over 
such matters. “The very fact that in 
one case there is a Corporation and in 
another case things have been allowed 
to be run departmentally shows that 
there is a feeling in Parliament or so 
far Parliament’s view has been that the 
extent of control by Parliament may 
vary according to the nature of the 
industry.” 

The member also pointed out that 
it was necessary to determine as to what 
should be the minimum control which 
Parliament should exercise over the 
officials administering the concerns. 

Another member felt that apart from 
how Parliament exercised its powers 
in this regard at the moment, it was 
also necessary to consider the theory 
of it, i.e., why should Parliament exercise 
so much control over a particular type 
of concern, why it should not over 
another. “I think from the very nature 
of the functions which these organisations 
perform if you do not make a distinction 
and if Parliament is taking the same 
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attitude to all irrespective of tlio t3rpe 
of work which they do, I think theoreti- 
cally we are aetaaily coming to a contra- 
diction because, why should we have 
these different forms at all? They become 
really superfluous. Why should you 
maintain this distiction at ail ? After 
all, there must be some reason why such 
a different form is chosen. If there is 
no reason, then it is only a matter of 
expediency. It does not really serve 
any purpose. So there must be some basis 
for this distinction and it is necessary 
to consider the theory of this distinction”. 

One point mentioned by a member 
was that before discussing the methods 
of control it was necessary to determine 
as to what the purpose of control was. 
He felt that there was a great deal of 
confusion about the purpose of Parlia- 
mentary control. ’ To him the original 
purpose was that Parliament represented 
the shareholder of the company, i.e., 
the tax-payer. Therefore Parliament 
had to operate like the shareholders 
with overall control by virtue of ownership. 

; Another view expressed was that 
Parliamentary control was necessary 
because the operations of a State enter- 
prise had a vital hearing on Govern- 
ment policy.^ As he put it: ‘'A private 
company might have a pricing policy 
which might affect people in several 
ways. Let us say, the Imperial Chemi- 
cal industries put special prices for dye- 
stuffs. That affects the whole of textile 
industry. Now, that is the price we have 
to pay for having private enterprise. 
But if a State enterprise were to follow 
a policy of that kind, should not Parlia- 
ment, which set up that Company, have 
the right to say something? So it is not 
true that the total commercial indepen- 
dence of a private Company can ever 
be exercised by a public Company,” 

Another member said that there 
was another reason also why Parliamentary 
control should be there. * ‘First” he 
said, “the interest of Parliament in the 
conduct of this large variety of public 
enterprises is really an overall social 
interest. It is not merely th'^ shareholder’s 
interest. If it were so, the concerns 
could well have been left to private hands. 


Now, is it the ' consumer’s interest ; as 
such? If it were so it would have been 
better to leave it to a co-operative 
organisation. The very policy of taking 
over a particular concern under public 
management indicates a complex of 
objectives: revenue may fa© one, public 
utility may be another and promoting 
development may be a third. Sometimes 
the objective may be to bring a parti- 
cular section in a large measure. Tak- 
ing all this complex of objectives into 
account, there is no doubt that Parlia- 
ment may very well be Justified in 
expecting that these purposes are carried 
^ out in the most economical manner. 
^Therefore, the accountability to Parlia- 
ment flows from this overall purpose 
and not merely from its financial interest”. 

Still another member agreed vith 
this and said that there was no doubt 
that Parliamentary control had to be 
there somewhat in the same fashion 
as in the private sector Companies the 
shareholders exercising control. “The 
only question is that these controls 
should not be self-defeating as they 
now appeared to be very often. The 
controls were not there for their own 
sake. The objective was that these 
enterprises should be run efficiently 
and produce economically. Now, if 
that was the objective, then control 
would not be uniform in all enterprises. 
It was, therefore, necessary to analyse 
what sort of control would make for 
efficient and economical running, not 
on an idealogical basis of minimum 
control but on what was necessary for 
their running efficiently and economically.” 

This point about the purpose of 
Parliamentary control was elaborated 
further by another participant who 
considered the absence of any stake 
in the success of the enterprise for those 
running it as an important reason why 
Parliament should have real control 
over its operations. He said: “The Board 
of Directors of a Government-owned 
undertaking is radically different from 
the Board of Directors in a private 
sector Company in that the Directors 
thbmselves have no financial stake of 
their own. Now when the Director 
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himself is a major shareholder^ then there 
is a great deal of confidence upon the 
part nf .the. sliareliolders in leaving mat- 
ters to Ms judgment and decisions, 
because his own fortunes are tied up with 
the Company in a major way. Kow, 
a director of a Government Company, 
whether he is a civil servant or a man 
from the private sector or a man of 
eminence, does not have that particular 
kind of stake. Therefore, the question 
arises that if this Board makes a mistake 
it is not going to pay the price in the 
ordinary way in which a director does 
pay a price If he makes a mistake. 

‘‘‘Now tied with this is another 
question that the future of the Chief 
Executive viz., the Managing Director — » 
his promotion, his salary, liis bonuses 
—is not linked to the fortunes of the 
Company. Therefore, if the same freedom 
is given to the Board of a Government 
Company as in the private sector, even 
if that freedom of operation is a desirable 
thing, it still leaves the Board with the 
position that it can be irresponsible, i.e., 
it is not staking its owm money in the 
decisions it takes. Ultimately the Minis- 
ter in charge of the Department that 
is responsible for the company, through 
Ms answerability to Parliament, become 
the only point where control is exercised 
by the people who have provided money 
for the undertaking. But that body, 
viz., the whole of Parliament is clearly 
an unwieldly body for purposes of run- 
ning a Company in its day-to-day adminis- 
tration. So we are still faced with a 
rather tricky, and if I may say so, a 
vital problem which has remained un- 
solved and hence so much of fcustra- 
tion. That you do want a Company 
to have a great deal of freedom to take 
decisions for day-to-day is certain hut 
how do you ensure that these decisions 
which do not affect the people who take 
them in a vital personal way are going 
to be in the best interest of the Company. 
If they are in the interest of the Company, 
then I would take it that Parliamentary 
satisfaction will also be there, because 
when Government has created a Company 
for a purpose, the Company’s purpose 
are one may presume, those cherished 


by Parliament, but this is a problem 
to which I have xiot been able to see a 
clear answer”. 

Agreeing with this point it -was stated 
by another (“ that the members of the 
Board or the Managing Directors of the 
Government enterprise had no financial 
stake in the concern and their service 
careers were also not dependent on the 
degree of efficiency with which the con- 
cerns were administered and operated. 
TMs stressed the necessity for effective 
Parliamentary control.” 

However, this point of view did not 
go unchallenged. One member asked: 
“What is the sigmficance of the personal 
stake of a Director in a Government 
enterprise? I would like to have it re- 
lated to the public officials’ stake in 
Government and . the party in 
office. What is my stake in Govern- 
ment? I would say zero.” The 
member drew the attention of Ms col- 
leagues to the fact that in the U.S.A. 
a very large number of public officials were 
elected by the ordinary voters. The 
election was conducted on a party basis 
and therefore, their term of office was 
also for the duration a particular party 
remained in office. The stake these 
people had in their office was not financial 
nor even their career but the support 
of the party even if sometimes the favour 
of the party was related to the success 
of the person in the office he held. The 
speaker also testified that many non- 
officials who have served on the Boards 
of State enterprises have contributed 
largely to their success even though 
they had no stake in them. “I would, 
therefore, suggest for consideration that 
the director’s stake in the enterprise 
is not as simple as it might appear to 
be in terms of the financial aspect of 
the enterprise.” 

He was supported by another who 
pointed out that m most enterprises 
of the world, businesses wnre managed 
by paid executives who did it in the 
same conscientious manner and with 
the same integrity and the fact that 
they did not risk their capital very much 
was not a decisive argument against 
their being entrusted with lots of powers. 
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THerefore^ ' the meinBer was of the opinion 
that Is was a' question of evolution ^of 
responsibility on, the governing bodies 
or the Board, of Directors and their 
, consMtiition. “But it docs seem to me 
that we shoulcl not overplay these ideas 
of a divorce of owiersliip and control 
because that divorce exists in private 
business as well”.,' 

At this stage the Director of the 
Seminar intervened and said that as 
it was agreed by all that Parliament 
should and was entitled to control it 
was more important to concentrate upon 
how that control could be most effectively 
exercised. 

Thereafter the discussion was centred 
on the question of modes of control. 
In this connection one discussant who 
had recently been to Canada and studied 
the modes of control adopted in that 
country had the following to say. ‘ ‘Among 
the factors that influence the adoption 
of Company form, flexibility in manage- 
ment and operation is the most important. 
To what extent that has been realised 
here is altogether a different question. 
I find that the executive control is very 
rigid and obviously executive control 
cannot replace Parliamentary control. 
The present executive control is more 
irksome^ more paralysing and more 
frustrating than Parliamentary control. 
We have created a facade of autonomous 
Companies, but in effect they are being 
run as departments of the Government. 
The only difference is that in the case 
of a departmental unit accountability 
is complete and in the case of a Company 
accountability is more limited. We have 
achieved nothing except place the exe- 
cutive, in a safer position and given 
it greater freedom and greater control. 
We have to consider to what extent the 
present pattern of administration is 
acceptable to the country. "^Once we 
accept that the purpose of setting up 
private Companies is to give independence 
and flexibility to the management then, 
we have got to consider as to how Parlia- 
mentary control can be adjusted to 
ensure that this flexibility is in fact 
realised. In India, unfortunately, the 
discussions and questions in Parliament 


do not often relate to policy matters* 
Questions are asked about day-to-day 
administration, and the Ministers also 
feel inclined to answer those questions 
even though they impinge on managerial 
responsibilities. By implication, therefor© 
they accept responsibility for the day-tO“« 
day administration also, and members 
of Parliament naturally feel that they 
have every right of asking questions 
on very small issues. The point I am 
trying to make is this that if we adopt 
a Company form of management, w© 
must give the Board of Directors such 
powers as are considered necessary and 
also sufficient authority to run the Com- 
panies efficiently and economically. They 
should be fuHy answerable for the manner 
in which they have administered the 
Company’*/ 

“The member then explained to the 
Seminar the methods which have been 
adopted in Canada. In that country, 
he said, “the Minister’s role was to exer- 
cise the equity shareholders right. He 
has the right of appointing and dismiss- 
ing the Directors. Secondly, he has the 
right to obtain periodical reports and 
evidence of satisfactory performance. 
Thirdly, to preserve a measure of proper 
control and accountability, he has the 
riglit of intervention and give advice 
and directions. Apart from these three 
functions of Minister, the companies are 
required to present their capital budget 
in broad details as approved by the 
Governor-General in Council, which are 
laid before the House. Provision also 
exists for prescribing forms in which 
the budget should be prepared, for 
establishment of Eeserves and Banking 
Accounts, and for treatment of surplus 
moneys. The capital budget also indi- 
cates how the funds are to be found, 
whether from surplus earnings, deprecia- 
tion and other resources or by borrowing 
from public or Government. There 
is also a provision that operating deficien- 
cies which cannot be met out of the 
earnings will have to be covered from 
appropriations,” 

He added: “Whether we can adopt 
^/ the Canadian pattern of keeping the 
House TuTI in the picture; and therefore. 
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not attracting their intervention in small 
matters of detail is a matter to be care- 
fully considered. 'Unfortunately^ in India 
we are in the grips of a vicious circl6.(| 
The manner in which these enterprises 
have been administered so far has not 
inspired confidence, and naturaUy it has 
attracted Parliament’s intervention to 
an extent more than necessary in ordinary 
circumstances. The enterprises feel 
compromised by the executive directions 
and the executive is similarly compro- 
mised by the action of these enterprises. 
Either we must organise these State 
enterprises as departmental units, or 
we should organise them as Companies 
with full freedom to operate subject 
to accountability on the lines of their 
Canadian counterpart.”^' 

Support for the above view came 
from another member who read out the 
following extract from a report submitted 
to the GOTernmont of India some years 
back. "^^Paxliament which represents 
both the shareholders and the consumer 
should obviously have an opportunity 
of discussing all aspects of the working 
and results of the authority when a budget 
grant is made. Whether this is original 
or supplementary for capita! or revenue 
purposes, it should be regarded as an 
opportunity for Parliamentary discussion. 
The yearly report of the working of the 
authority should also be submitted for- 
mally to Parliament and it should be 
provided that a discussion may be 
raised upon it by any member so desiring. 
Similarly, there should be an occasion 
for discussion when the yearly accounts 
are submitted. The Articles of Association 
or Charter should always contain a 
provision giving the Auditor-General the 
power to audit the accounts of the autho- 
rity. These accounts should, of course, 
be kept in proper commercial fashion. 
Questions also offer scope for the raising 
of matters concerning the authority, 
if they are not to prove unduly burdensome 
and cause interference with ordinary 
administration, they should be strictly 
limited to these matters on which the 
Minister has responsibility over the 
authority. Bay to day management 
must be left outside their scope. A 


large degree of independence for the 
Boards in matters of current adminis- 
tration is vital for their efficiency as 
commercial undertakings. A Minister 
is responsible to Parliament for action 
he may take in relation to a Board of 
actions coming within his statutory 
powers which he has not taken. This 
is the principle which determines generally 
the matters on which a question may be 
put down for an answer by a Minister 
in the House of Commons. It would be 
contrary to this principle and to the 
clearly expressed intention of Parlia- 
ment in the governing legislation if a 
Minister were to give in replies to Pairfe* 
ment or in letters informatioh about 
day to day matters. Undue intervention 
by the Minister would tend to impair 
the Board’s commercial freedom of action..^" 

The member also made some strong 
comments about the way in which public 
enterprises were being run in this country 
at present. He said ‘T think the whole 
question of Parliamentary control and 
the w-ay in which it should be exercised 
is more or less clear. There is no doubt 
as to what should be done. The point 
is that if you create fictional bodies and 
attempt thereby to cut Pai^liamentary 
Control, that does not work. “"'You create 
a Board of Directors, three-fourth of 
whom consist of Government officials 
from various Ministries and of whom 
none has any independent right to decide 
when he goes back to the Ministry. 
If you then add two or three people to 
it and say ‘'this is an autonomous body” 
and therefore. Parliament must behave 
as if it were an autonomous body, it 
is a fraud both on the Parliament and 
the public. ’V 

The discussion got warmed up when 
a member expressed the following opinion: 
“It appears to me that these various 
forms that they (public enterprises) take 
are also a form of control.'^ think the 
point which is not yet clear in our mind 
is as to whether, when each of these 
enterprises was established, sufficient 
thought was given as to why it should 
be a public Company or Corporation. 
During the past several years, when our 
public sector has been expanding, we 
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have started these enterprises without 
keeping in view that this is also a form 
of control. It appears to me that whan 
the Minister is asked a question in Parlia- 
meiitj he has to reply to that question, 
whether the Companies are real Companies 
or the so called fictional Companies. 
To that extent there will hardly be 
any difference between a Company 
directly administered by the Department 
and a Company which is administered 
by this fictional Board of Directors. 
So if Parliamentary control has to be 
effective, there has to be a radical 
change in the mode of control itself, 
‘‘Our Parliament, as it is constituted 
at present, is based on certain ideals of 
democracy which were popular more 
in the 10th century. Today, when the 
functioning of democracy itself is develop- 
ing on different lines, the way in which 
Parliament is constituted or the way in 
which Parliament exercises control also 
require some change. For example, 
we did not have so many public enter-^ 
prises earlier. The people who come 
to Parliament are rightly the representa-* 
tives of the people. But they are not, 
to my mind, as a whole body, in a posi- 
tion to discuss the reports and annual 
accounts of each and every concern 
whose reports will be put before Parlia- 
ment because Parliament has only a 
limited time at its disposal and this is 
not the only function which it has got 
to perfonn. When the Parliament of 
India or the Government of India holds 
all the shares of these Companies, really 
the people of India hold these shares. 
Among these people are also included 
the people who are in the private sector, 
who have had sufficient experience in 
these fields. So it appears to me that 
in order to make this control effective, 
another body subordinate to Parliament 
— that body will have to report to 
Parliament — should be created in which 
there can be members of Parliament. 
There might he functional representation 
of persons who have had considerable 
experience in the fields of finance, 
accounts, sales and so forth. All reports, 
etc. of these concerns, whether autono- 
mous or departmentally run, should 


be'. scrutinised by this body. It- should- 
be in a better position to deliberate 
for a sufficiently long ; period of time . 
and give their report and recommenda- 
tions to Parliament as such ' which in 
the final analysis must be the channel 
of authority over these enterprises. If 
this is done, it may remove many of the 
difficulties which are there, because there 
should be no opportunity in Parliament 
proper for raising questions of minute 
details. Parliament will also be in a 
position to have a report frqm a body 
which knows its business^ 

The member had thrown up a very 
important and challenging suggestion 
and it was taken up by other parti- 
cipants with great interest. Another 
participant who was a member of Parlia- 
ment with considerable experience in 
private industry supported the previous 
speaker's suggestion for setting up another 
committee. The member went a step 
further and suggested the setting up 
of other forms of checks because he 
thought that even the type of committee 
suggested would serve only a limited 
purpose. ‘T myself feel that we must 
look outside Parliament for supplemen- 
tary cheeking. Certain other checks 
and balances outside the intervention 
of Parliament might be necessary. A 
Consumer’s Advisory Council for instance 
is a kind of supplementary control, ex- 
ternal to Parliament which is worth 
considering. These are to be supple- 
mented by a quasi-judicial tribunal of 
the nature of the Tarrif Commission 
or the Railway Bates Tribunal which 
can sit on the price structure, rates 
of wages, etc. of public enterprises. There 
is no good in Parliament debating whether 
the price of cement has been properly 
or improperly fixed. For this kind of 
an issue, if there was a quasi-judicial 
body permanently in existence which 
could consider whether the State. Trading 
Corporation has fixed the prices of com- 
modities correctly or incorrectly.” And 
if necessary, such mechanisms should 
he set up for the private sector also. 
He also suggested that as regards Parlia- 
mentary control, it was necessary to 
have a self-denying ordinance by Parlia- 
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ment that it would limit its discussions 
to matters of policy. However^; this ' 
could be done only if the Ministers them- 
selves acted properly. The Mniisters. 
he said 5 interfered in matters coneern- 
iiig these Corporations which did not 
pertain to policy matters.' '^Today^ as 
far as I can understand it, first of all 
Ministers intervene when they should not 
in regard to appointments and other 
things and then naturally members of 
Parliament pursue the Ministers to go 
in Tvhere they should not. Therefore, 
a similar ordinance by the Cabinet 
limiting points of intervention to the 
minimum is also called for”:>/ 

Formidable support for the view 
that a separate Parliamentary committee 
was needed came from another experienced 
Parliamentarian who said: ‘T feel that 
this question of accountability has been 
influenced and coloured by the British 
experience. How in Britain strangely 
enough, it is the Conservative Party 
which has been pressing for accountability 
and the Labour Party which has been 
fighting shy of it. The Labour Party 
has been opposed to it for two reasons. 
Firstly, it felt during the earlier period 
of nationalisation that the Conservative 
party would exercise accountability for 
purposes of defeating nationalisation. 
The strong trade union movement was 
also opposed to increasing accountability 
to Parliament because it felt that the 
Trade Unions would probably get a 
better deal with the management if 
they were permitted to negotiate directly. 
I think in India the conditions are differ- 
ent. We have fortunately or otherwise 
no strong Conservative party in Parlia- 
ment and I think every section of Parlia- 
ment is interested in making the State 
enterprises a success. Therefore, I have 
felt for a long time that in this country 
we can have perhaps a better form of 
accountability than has been tried out 
in England. The main difficulty here is 
how to have, and build up the requisite 
expertise in Parliament. After all 80 
percent of our members represent rural 
constituencies and are probably not in 
a position, even if they so desire, to 
exercise the necessary vigilance over 


these far flung and far- foliating industrial 
enterprises. I have, therefore, felt that 
it is very necessary that we should have 
a separate committee — a Parliamentary 
gommittee- — on nationalised enterprises 
and that committee should have the 
expert opinion or expert advice at its 
elbow inside the Parliament Secretariat 
as in the American Congress, e.g., when 
the Economic Adviser to the President 
presents the report and that report is 
sent to the Congress, Congress itself 
has its own team of experts with the 
help of whom the report is scrutinised 
by the members of the Congress. Like- 
wise Standing Committee would be there 
to look into the working of the State 
enterprises. I am not suggesting that 
it will interfere into their day to day work- 
ing. 

^‘Now, so many broad questions arise. 
While expert opinion may not be asso- 
ciated with the Committee as members, 
they could be invited and their advice 
solicited. Suppose a committee of about 
25 persons is appointed. Then over a 
period of time you will have persons 
who will become well-informed about 
the working of these enterprises and who 
will be able to provide efficient leadership 
and who will be able to offer well-informed 
spokesmanship in Parliament. That 
is what is lacking today. May be there 
are half a dozen members in Parliament 
who may be able to ask questions because 
they have had this experience and who 
are able to contribute something. But 
the vast majority feel themselves lost 
and it is absolutely necessary to provide 
an opportunity to them to keep themselves 
fully acquainted so that they can exercise 
Parliamentary control in a well-informed 
and vigilant manner. 

*‘As far as questions are concerned, 
members are not so much interested 
by and large into asking questions whether 
a particular concern is w'orking well 
or badly. Our primary responsibility 
is to our constituencies and we have 
to worry whether our constituencies’ 
needs are looked after or not. These 
questions are very different from the 
efficient working of a particular enter- 
prise. I want to see that particular 
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advantage goes to mj constituency. 

I want to see that boys from my consti- 
tuency got employment in a particular 
concern and this kind of letter may be 
sent to the management. Well, they 
are all of a different nature, but basically 
if you want to examine the 'working of 
these institutions, you must build up in 
Parliament/ a new development for ex- 
pertising.^Parliament should be prepared 
to leave the overall supervision to the 
members of the Standing Committee 
and the members of this committee would 
be able to bring out such questions to 
the notice of the Parliament which deserve 
special and immediate consideration’V 

Another member who had a great 
deal to do about the administration of 
Companies in general whole-heartedly 
supported the suggestion for a special 
committee. He went on to say that the 
need of a special machinery for control 
arose because the system of scrutiny 
and control of expenditure which were 
obtained in the departments of the 
Government did not and should not 
apply to the activities of State enterprises. 

Still another participant was in favour 
of setting up a committee or Parliament 
distinct from the PubKc Accounts Com- 
mittee and the Estimates Committee. 
He said ‘H am afraid that the activity 
of the Public Accounts Committee is 
restricted and in any case I am fairly 
certain that the Estimates Committee 
will go into a number of areas where the 
Public Accounts Committee will not 
get the opportunity to go in. And it 
is my feeling that somehow the Estimates 
Committee has not been able to apply 
its mind fnlij to the various problems 
which many of these public enterprises 
often face.^-^In fact, sometimes one gets 
the feeling that the Estimates Committee 
merely gives a big list of advices.'^ I 
think some of them are even contradictory. 

I do not consider that th^ublic Accounts 
Committe is the best agency to go into 
many questions that these enterprises 
are facing today 

''Furthermore, in view of the tremen- 
dous increase in Governmental activity 
— ^and this particular type of activity 
needs special consideration — which is 


different from the traiditional pattern 
of wording of the Government depart- 
ments, I would say that it is only Just 
natural and normal to have a separate 
committee, which will have a carefully 
selected type of persons from within 
the Parliament, where considerable think- 
ing must be brought upon to bear. I 
'would like to point out that out of the 
different modes of control which Parlia- 
ment can exercise, I think the most 
important is the role of this committee. 

I have no doubt that by having an addi- 
tional committee there will be no difficulty 
about the area of its activity. This can 
be clearly defined because public enter- 
prises themselves form a separate pattern 
and a separate area. And I suppose 
there will be no difficulty in separating 
the area of activity of this committee 
from the activities of the Estimates 
Committee’'.'-^' 

The member also quoted from a 
recent study about the subject by an 
authority in England. It was revealed 
by this study which covered a period 
of ten years that the House of Commons 
could give very little time to discuss 
the voluminous reports of a large number 
of public undertakings. The study also 
suggested that there was sufficient room 
for applying the priiaciples of scientific 
management even in the preparation 
of these reports. ( On the basis of ail this 
evidence the member was of the firm 
opinion that it was necessary for Parlia- 
ment to constitute a Committee which 
could give its considered opiiaions to 
Parliament so that intelligent discussion 
could be conducted on the floor of 
the Housej. 

With tlie following comment another 
member supported the suggestion. He 
said "That the powers of the Public 
Accounts Committee or of the Auditor 
General can be extended beyond the 
point where they are now, for instance, 
by having more important sub-committees 
of the Public Accounts Committee or 
increasing the general powers of the 
Auditor General is agreed; but neither 
of those developments 'will exclude the 
necessity of having a Standing Committee 
of the kind, which have been suggested 
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ill this , House so farj beeaiis© both, the 
kind of work done by the Public Accounts 
Committee and the,: M work done 

by ^ the' An ditor-General ■ takes cognisan ce 
of the complete and continuous responsi- 
bility of Parliament over public enter- 
prises and that is the reason why I am 
entirely in favour of having another 
Committee. In fact, to me it is a bigger 
problem of having more and more 
committees of Parliament to do its work. 
Parliament is now so busy that it 
cannot do its work satisfactorily unless 
not only this but more Standing Com- 
mittees are set up to report to Parliament 
on matters on which all members cannot 
devote sufficient time. Only then, in 
my view, we can have a proper super- 
vision and control by Parliament over 
Public enterprises”. 

Another member thought the setting 
up of a special committee as suggested 
would help better co-ordination and, 
therefore, was in favour of having the 
committee. 

Further support to the suggestion 
came with the following comment. ‘‘Par- 
liament in India, excuse me so saying, 
is not really equipped with persons 
having business and administrative ex- 
perience, as say the British or even more 
so the American Legislature. | More than 
in any other country, therefore, in India 
there is immediate need to provide a 
Parliamentary Committee suitably com- 
posed which will go through the reports 
of the enterprises. All other reports 
such as of the Auditor General etc, 
should be available to this committee. 
Its report should be available to Parlia- 
ment^ With growing experience on all 
sides, it is possible that the institutions 
wffiich are now being instituted may be 
further modified. Above all there is 
need for Parliament also to recognise 
that as others in this country are gather- 
ing their experience by making mistakes. 
Parliament in the discharge of its overall 
responsibilities also must gather ex- 
perience as to the most appropriate 
manner in which to assess the perfor- 
mance of units set under it. Because 
though Parliaments are omnipotent under 
law, neither in law nor in fact are they 


more omniscient than the rest of us 
—either individuals or Corporations”. 

Agreeing with the proposal for a 
special committee another member said 
that the very fact that an independent 
unit as distinct from a departmental 
unit was set up by Parliament was in 
itself a‘ self-denying ordinance. {.A big 
organisation like Parliament could never 
be an effective agency of control. Such 
control could be executed only through 
committees. For that Parliament must 
equip itself \\dtii the requisite expertise 
either by way of having an expert staff 
or by securing the services of experts 
on an ad hoc basis!); ‘'In this connection, 
I may say, that the mere expansion of 
the functions of the Public Accounts 
Committee might not be enough because 
the Public Accounts Committee is at 
best able to do a negative Job of things 
that have happened long ago. What 
we really mean is more of a guiding 
function, a function which Parliament 
might exercise in the shape of giving 
proper guidance, not merely a sort of 
inquest upon things which have already 
happened”. 

This argument was carried further 
by another member to include the Esti- 
mates Committee also. He said that 
the Estimates Committee could only 
make suggestions and that was its limita- 
tion. ‘ ‘A Parliamentary committee which 
cannot really issue a writ to run, may 
confuse the siginificanee of any attempt 
of real control, and therefore, I will 
throw my weight very heavily for the 
proposal for special bodies whether 
Parliamentary or mixed ParKamentary, 
whether they are ad hoc or Standing 
Committees but with the specific res- 
ponsibility and with ability to make 
their writ run”. 

Thereupon he was asked: “How can 
anybody see its writ run against Govern- 
ment ? The Government has turned 
down the decision of the Parliamentary 
Committees time and again”. This 
brought a quick rejoinder from the pre- 
vious speaker. Said he: “Correct, but 
there I find the weakness of a Parliamen- 
tary Committee. If you cannot get 
your writ run, then you should not 
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expect it to fiinction. properly”. 

As against all those ' fa.Tonring the ' 
setting up of a special Parliamentary 
Oommitteo were three participants who 
thought such a course of action umiece-s- ■ 
sary. Two of them even felt, that it was 
a dangerous step to take. One mem^r 
with Parliamentary experience said. . 
feel that Parliamentary control has to 
be what the Constitution has said in all 
matters. Parliament’s solid right and 
soyeroignty in that matter cannot in 
any way be watered dowm or vitiated. 
Now, if it is intended that Parliament 
should function not only as a body of 
500 or 700 members, but also shall exercise 
certain powers through its various com- 
mittees which may also be simultaneously 
exercised by other advisory committees, 
that I think, will raise conflicts which 
are not desirable. Secondly how can 
anybody say that Parliament will try 
to share the power of scrutiny of annual 
reports or expressing its opinion with 
some body outside Parliament. That 
is a dangerous principle to be introduced 
if we want to maintain the sovereignty 
of Parliament. Parliament has shown 
great wisdom in itself trying to exercise 
certain powers. But if you want a body 
which will have its own audit system, 
which will control day to day administra- 
tion, pass resolutions etc., then why 
not Parliament and Parliament’s Com- 
mittees themselves ?” Parliament 
should retain certain minimum control. 
One such would be control through audit* 
He complained that in some cases even 
the jurisdiction of the Auditor General 
had been taken away. This meant that 
the ri^t of the Public Accounts Committee 
was also taken away. That was a wrong 
approach. Discussion of the annual 
reports would be another form of control. 
The member said that it was his experience 
that often the reports were submitted 
most irregularly. Again their budgets 
as presented did not contain much 
information and in fact some enterprises 
did not even consider it necessary to pre- 
sent their budgets to Parliament. Even 
m the U.S.A., the member observed, 
the Bureau of the Budget received the 
budgets of all Government enterprises. 


He 'thought , discussions even' if ' only .. , 
short, could be, of immense value. .'It 
might, be that „some member, exceeded 
fair limits; but in course of time as 
experience ' was gained right conventions'; 
could be established. 

The member went on to say: ' 'There 
seems to be a confusion about it (Parlia- 
mentary Committee) for the simple reason 
that the Public Accounts Committee 
performs certain functions in which 
it specialises. They are to be performed 
by no other committee, whether Esti- 
mates Committee or any other Standing 
Committees that may be constituted. 
We had in the past Standing Committees. 
We had no Estimates Committee. The 
Estimates Committee came into being 
and then the Standing Committees were 
abolished. Each Standing Committee 
was meant for a particular Ministry 
and it used to apply its mind to all 
current expenditure. The Estimates 
Committee now tries to do that same 
thing. On the other hand, the Public 
Accounts Committee deals with the 
performance of a particular organisation 
on the basis of the audit report and it 
has the advantage of expert opinion to 
guide its deliberations. No committee 
of the House will have that expert guidance. 
Let us be very clear in our mind whether 
in the consideration of the reports of 
the activities of these State undertakings 
we shall have the expert guidance or 
not. If we must have, then there is 
no escape from the scrutiny of the Public 
Accounts Committee and it would be 
undesirable to have two sets of Public 
Accounts Committees, one dealing with 
this or that. Therefore, I feel that if 
we have got a body like the Public 
Accounts Committee which has at its 
hands the expert advice of the Auditor 
General, that should continue to function. 
Secondly if the PubHc Accounts Com- 
mittee can handle 96% of the Budget, 
is it suggested that 6% of the remaining 
budget of these undertakings will not 
be handled by that committee ? So, I 
suggest that any dual creation or multi- 
plication of such committees will confuse 
those who are in the administration 
because after all the Auditor General’s 
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sEpervIslon calls ' tHe officials to enquire 
what; they liave done., ..Then these other, 
committees will also call in those officials 
and j)robably examine, them on the same 
. question; . That ; will not be desirable. 

I think everybody here will easily ■ be 
convinced, , that two sets of committees 
examiinng the Mini.ster and the activities 
of their Ministries on the same points 
will lead to confusion. Therefore^ it 
may be we expand the Committee. ■ We 
have a system by which the Public 
Accounts Committee appoints its ovm 
sub-committees which go into specialised 
investigation of departments. So I 
fee! that we cannot think of a scrutiny 
better than of the type we have in mind 
viz . 3 armed by audit, and by a complete 
examination of the accounts of the enter- 
prise. If something of this type has to 
be done, it can be done only by a specialist 
body like the Public Accounts Committee 
assisted by the Audit. What is very 
important is that no attempt should 
be made to take away the powers of the 
Auditor General to scrutinise those 
accounts, because if you take away 
those powers what happens is that the 
Public Accounts Committee is not able 
to examine the accounts of these enter- 
prises”.^ 

The second member who opposed 
the suggestion said, that the view that 
Parliament did not have sufficient time 
was not correct. He thought that if 
^the Canadian system of control was 
introduced in India, Parliament would 
give the administration of state enter- 
prises the same amount of time that 
they gave for passing the Demand for 
Grants. Since at present the annual 
reports were only placed on the table 
of the House, Parliament did not get 
an opportunity to discuss these reports. 
But if a specific demand was placed 
before the House, then naturally Parlia- 
ment’s ^^^tention would be attracted 
to that, xhe member felt that comparison 
with the practices in the United Kingdom 
was out of context because of the funda- 
mental difference between the constitu- 
tion of the nationalized industry in the 
U.K. and of ^tate enterprises in India. 
In the U.K.^he Government did not 


make any investments, in, the nationalised 
industJriesI^These floated their own deben- 
tures for paying the owners ' of assets 
they took over as compensation. The 
State only guaranteed these debentures 
both for the payment of interop as well 
as the payment of the capital, ’^n India 
this has been done in the case of some 
private industries but nobody in Parlia- 
ment ever claimed any right of super- 
vision over these private Companies. 
Public enterprises in India were created 
by direct investment of State funds 
and so the position was entirely different.^ 
The mechanism of control was also al- 
ready there viz., Public Accounts Com- 
mittee and tlie Comptroller and Auditor 
General. ^ suggest that the duplication 
of Parliamentary Committees would only 
lessen the responsibilities of the existing 
institutions and create a great deal of 
conflict and disharmony between Parlia- 
mentary Committees. With great res- 
pect, I would like to say that in my 
experience the Estimates Committee and 
the Public Accounts Committee had 
occasions sometimes to consider the 
same questions. If they were to come 
to conflicting conclusions, it would only 
give the administration an avenue to 
escape liability and responsibility and 
also avoid criticism. They could play 
up one Committee against another. I 
think it is very dangerous to go on creating 
Committees. Our production activities 
have been in the creation of Committees 
and I would strongly recommend that 
Parliament should not also indulge in 
this type of production activity’ 

Opposition to the suggestion came 
from a third member who said that 
the difficulty arose because, as economic 
development resulted in the setting up 
of new enterprises by the State, in reality 
the Shareholders remained to be 600 
in the Lok Sabha and 250 in the Bajya 
Sabha, The shareholders of the nation 
were not brought in. In order to watch 
the growth of these enterprises, what 
was needed was a shareholder’s committee. 
The two questions were *‘How do you 
exercise the shareholder’s control and 
how do you keep the shareholders in- 
formed ?” The Auditor General’s powers 
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were tliere and that explained the position 
to some extent. But then the question 
was would the creation of another com- 
mittee '..solve the' proMem , “ Is it not' 
possible for the Public Accounts Committee 
to have its ovm secretariat which would 
have the same competence as the Econo- 
mic Division of the United States Cong- 
ress? Would it not be possible for mem- 
bers of the Public Accounts Committee 
to put themselves in touch with the 
shareholders of the nation ? Obviously, 
every member has got to specialise, 
somebody on steel, somebody on maeliine 
tools, and so on — but fulfil our main 
function which is that we want our 
shareholders who are the people at large, 
represented in Parliament, May it not 
be possible for the Public Accounts 
Committee instead of creating this addi- 
tional body, to extend its activities to 
bring into life shareholder’s committees 
in a great scale as in the United States 
of America”. 

Several other points were also raised 
in the course of discussion although 
they did not secure detailed discussion 
by the members. However, they are 
mentioned below: — 

One member thought that the member 
of Parliament should ask questions only 
on matters of policy. ‘‘Of course we must 
take into account one important considera- 
tion, that many members of Parliament 
ask questions not for eliciting information 
but for finding their names in print 
and showing to their constituencies that 
they are very energetic and capable 
people. But for this psychological factor, 
we can always find ways of giving the 
members of Parliament all the informa- 
tion they want. As a matter of fact an 
enquiry to the Managing Director or a 
Chairman of a Corporation is likely to 


produce more' detailed information than 
can be pras,ented on the floor of the .House. 
It will keep the members of Parliament 
in close ' touch with the State enter- 
prises and will make them ■ realise the 
many difficulties they have to encounter.” 

This was supported by another member 
who said that every Government depart- 
ment ought to be prepared and be 
required that if a member of Parlia- 
ment brought to their attention a very 
particular matter, it should be treated 
as a matter of high priority. What should 
go before Parliament as a interpellation 
should be only a matter of public impor- 
tance and not a matter of detail. In 
this connection he spoke about the role 
of the Opposition in Parliament. He 
said that at times individual members of 
the Opposition had a tendency to raise 
before Parliament certain issues comieoted 
with State enterprises not so much because 
they were of public interest, but because 
they were a good weapon to embarrass 
the Government of the day. In doing 
so, sometimes a lot of harm was done 
to the enterprise about which such ques- 
tion were asked. 

Another member stressed the need 
to give Parliament detaUed information 
regularly. He thought that by not giving 
the detailed information a feeling was 
engendered in the minds of the members 
that things were being kept secret 
although in fact there might not be any- 
thing very substantially, wrong. The 
member opined that there was a confusion 
about the role of Government in the 
enterprise. Parliament was not quite 
certain about the relationship between 
Government and these enterprises and 
partly because of this, Parliament was 
also not sure as to what its own real 
role was. 
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CHAPTER II 

AUDIT CONTROL 


The Statement 

^ At preseiittiieaccoiiiits of a Statutory 
Corporation are andited normally by an 
auditor appointed by the Central Govern- 
ment in consultation witb the Comptroller 
and Auditor-General althongb variations 
do exist. For Companies the procedure 
IS laid down , in the Companies Act 
rtseli that the auditor must be appointed 
by the Government in consultation with 
^0 Gomproller and Auditor-General, 
^e main consideration here^ is again 
the need to ensure that the taxpayer’s 
money is well spent^ that the enterprise 
does not use its freedom from Treasury 
control to the detriment of public in- 
terest. Which then is the best form of 
control ? Is it better to have an outside 
auditor to audit the accounts of the 
enterprise, but whose audit is subject 
to review by the Comptroller and Auditor- 
General, or is it preferable to have the 
Comptroller and Auditor-General him- 
smf to do the work: as in the case of the 
Air Corporations, or is it more advan- 
tageous to have a highly speeialised 
independent body to do the audit as 
is done in France. In that country a 
commission by the name Commission 
de VsTiftcation dos Compies was set 
up in 1948, It is more of a judicial body 
and is composed of several sections, each 
section consisting of five persons, in- 
cluding one represntative each from the 
Ministry of Economic Affairs and Ministry 
of Finance, It is the duty of the Commis- 
sion to^ examine the accounts of public 
enterprises. It publishes a general report 
besides sending special reports to the 
Ministers concerned. Apart from examin- 
ing the^ accuracy of the accounts of the 
enterprises, the Commission also makes 
observations about their managements 
and also suggests any change it deems 
necessary. 

The points for consideration will 
include the following: 

{i) Should the accounts of a public 


of the ProMem 

enterprise be audited by a quali- 
fied outside auditor ? 

{ii) Should the Comptroller and 
Auditor General be given the 
responsibility entirely to audit 
the accounts of State enter- 
prises? 

[Hi) Should an independent agency, 
similar to the one in France, 
be set up for this purpose ? 

[iv) Should the auditing of the 
accounts of public enterprises 
be different from that of private 
enterprises? 

(v) Should the Comptroller and 
Auditor General continue to 
exercise the higher efficiency 
auditing functions ? 

I 

Discussion mainly centered on the 
need for a higher efficiency audit. How- 
ever, the members could not agree about 
the agency suited to do the work. One 
member pointed out that the function 
of higher audit was inherent in the power 
of Comptroller and Auditor-General as 
he was Parliament’s guardian of the 
exchequer. And since substantial sums 
of money were invested in the state 
enterprises, the Comptroller and Auditor 
General should be the person who should 
do it. He said that although at present 
much could not be done because of the 
shortage of capable people, it should 
be possible, in course of time, to develop 
a proper organization and right conven- 
tions. 

This was immediately questioned, 
however. One member said ‘'We are 
now discussing the particular additional 
responsibilities which flow from public 
ownership. I agree that while you delegate 
nothing from Parliament which is sovereign 
in all respects, you cannot merely because 
of the fact of ownership take over certain 
powers and additional responsibility of 
the State enterprise, which are not written 
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' in tlie . fact that we are owners of these 
. State 'enterprises., ,!■ do .not think that 
shareholding interest is readily consistent, 
or, ' Is ' generally deployed , ■ with a higher 
audit. To my mind the function of the 
V shareholder does not involve a higher 
.audit. So the answer is that the Auditor- 
General cannot certainly claim to be 
the agency of higher audit”. 

Another member said that what was 
required was to conduct periodic aM, 
hoc enquiries into the working of these 
enterprises so that the eificieney with 
which they were run could be deter- 
mined. He thought that such enquiries 
could be held once in five years or so. 

The suggestion was endorsed by 
another member. He said that although 
in the U.S.A., some auditors claimed to 
do efficiency audit, actually they were 
all assisted by experts in the various 
fields and these experts made comprehen- 
sive reports of which only a part related 
to accounts. He claimed that any audit 
organization^, not excluding that of the 
Comptroller and Auditor-General, could 
undertake efficiency audit of Govern- 
ment companies, was illusory. In this 
connection, the member quoted, at 
length, from the evidence of the Comp- 
troller and Auditor-General of the United 
Kingdom, Sir Prank N. Tribe, before 
the U.K. Parliamentary Select Com- 
mittee on Nationalised Industries, which 
is reproduced in the Report of that 
Committee dated 23rd July, 1953, In 
course of this evidence, the Comptroller 
and Auditor-General of the U.K. had 
observed that although he could under- 
take the audit of public corporations — - 
though he expressed his disinclination 
to do so for reasons explained elsewhere — 
he would make it abundantly clear that 
if he were to be charged with this duty 
of auditing Government companies, “he 
would certainly not claim that he could 
undertake an efficiency audit”. He did not 
see how any auditors, whether in private 
service or belonging to the organization 
of the Comptroller and Auditor-General, 
could really make any report on whether 
a company or corporation was taking 
the most efficient steps it could to promote 
and give effect to its objectives, as set 


out in its charter or memorandum of 
association. That was not a thing which 
one could judge from accounts. Although 
certain accountants in America did claim 
to do that kind of accounting, they did 
so only with the help of experts in per- 
sonnel management and other types 
of efficiency, including often technical 
engineers and other technicians, all of 
whom were on the staff of the audit firms. 
So, the Comptroller and Auditor-General 
of the U.K. was clearly of the opinion 
that if Parliament wanted to have a 
periodic examination of the efficiency 
of any of the industries in which Parlia- 
ment was interested, he did not believe 
that this could be done marety by an ex- 
amination of their accounts. The member 
added that the best solution of this 
problem lay in the appointment of ad hoc 
committees of the type of the Herbert 
Committee or the Fleck Committee in 
the U.K. “There is no other way out. 
What we cannot do we should not pretend 
to do”. 

The need for a special machinery 
was also underlined by another member;, 
who, however, thought that instead of 
ad hoc committees the work should be 
done by a permanent body. This was 
necessary because any ad hoc committee 
was bound to upset the normal working 
of an enterprise. Of course, when there 
was a scandal or a special difficulty then 
special committees could be appointed 
but for a regular efficiency evaluation 
a -permanent body would be better 
which would have ,\the necessary 
expertise at its command. 

This suggestion found favour with 
another member also who made the 
following observation. “There are three 
aspects of the performance of public 
enterprises which need to be kept separate 
while making up our mind as to the 
appropriate agency for that audit and 
review. One aspect is the mere correct- 
ness of accounts by reference to pres- 
cribed procedure. Now, that prescribed 
procedure may be either merely what 
is called ffinanciaT in departmental terms 
or even what we call commercial audit, 
i.e., it only checks conformity to estab- 
lished or prescribed procedure. This 
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audit has to he done by ;the^' Auditor- 
General^ because. ha is eoEco,rned '■ with 
all public expenditure... '.But ona is entitled 
to axpaot. that the Auditor-General 
equips himself ' with , a unit which has 
knowiadge and' experience of commercial 
■aud.it. ' Now this also could be really 
a formal audit, though it would be mo-re 
appropriate to commercial audit. Now 
this also could be really a formal audit, 
though it would be more appropriate 
to commercial audit rather than depart- 
mental audit. But beyond this formal 
audit which is quantitative than quali- 
tative, there is a review of propriety 
of transactions with reference to recog- 
nised principles, which are appropriate 
in each business. The Auditor-General 
is not in a position to judge these even 
with a commercial unit attached. These 
must be judged where the quality of 
judgement comes in and the propriety 
of transaction is challanged. These must 
be judged by an agency whose own 
knowledge and experience qualifies it 
to judge the propriety of transactions. 
This agency can be located only in the 
executive Government. A Board of 
Review composed of people with busi- 
ness and management experience on the 
highest level is called for. Such a body 
may consult technically competent people 
and probably for each industry or group 
of industries they may have them 
at appropriate levels. But this Board 
of Review, though it may appear to be 
post facto would still have value for 
management because management is a 
continous administration. The Review 
Board may also pronounce on the sound- 
ness of judgement apart from propriety 
of procedure. Parliament will have 
before it all these reports, i.e., the reports 
of the auditors of the enterprise itself, 
the report of the Board of Directors of 
the enterprise, the report of the Auditor- 
General which would be through his 
commercial audit unit and finally the 
full report of the Review Board, which 
I feel is necessary in view of the large 
number and the important role that 
this large number of enterprises are 
called upon to play.” 

Another participant who supported 
the suggestion for a special body said 


that what was important was that Parlia- 
ment should know what was happening. 
So there should be a body of experts 
who would give their whole time and 
attention and in this way assist the 
Minister and Parliament in arriving at 
the right decisions. 

II 

The following other points were also 
mentioned. One member thought that 
there was no particular advantage in 
having a qualified outside auditor to 
audit the accounts of the State enter- 
prise. So long as the audit was done 
properly it did not really matter who 
did it. However, he thought that even 
in this case it w'as not essential for ensur- 
ing Parliamentary responsibility that 
the Comptroller and Auditor-Generai 
himself should do it. ‘‘The shareholder’s 
rights are entirely independent of the 
fact whether competent audit is by the 
Comptroller and Auditor-General or 
whether he is some body else.” 

Another member made the following 
remark. “We have tended to discuss 
in terms of who or what body should 
do the various things. We have not 
called into question the extent to and 
the manner in which they should go. 
Take for example flexibility. Flexibility 
is the opposite of regidity. Where cir- 
cumstances so demand, you should be 
enabled to bend away, “flex” away from 
the rigidity of your rules and this implies 
two things; (a) the authority to bend 
away, where necessary should be there, 
and (b) a reasonable degree of freedom 
from being called upon to explain to a 
number of different people at different 
times, why you departed from this or 
that particular rule . So from this second 
aspect, there must be some assurance 
in any machinery of control that control 
does not operate as a straight-jacket. 
The manner of control, therefore, comas 
in. I have no doubt that the Comptroller 
and Auditor-General himself personally 
has correct ideas about the manner in 
which audit should be conducted. I 
cannot say that for his organisation. The 
Auditor-General himself does not do the 
whole work. He has to depend on a 
whole organisation. When we think 
of auditors we should think whether 
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each one of theBe people who is going 
to look at these matters and pass indg- 
ment is properly trained in exercising 
that judgement and how to express 
himself and so on. Little things can do 
a great deal of harm. I will give you 
an example from an audit report that 
went before a, State Assembly. When 
in an audit report you find ‘‘it is difficult 
to believe that only four people tendered 


for this contract” it has enormous impli- 
.cations. When an Audit report goes 
out like that and is published in all the 
papers whether the PAG accepts it 
or not, the people have had it and the 
harm is done. There is a feeling of insecu* 
rity and it is for everyone to keep the 
total interest in view even in ensuring 
freedom of public scrutiny. 


CHAPTER 1 1 I 

BOARD OF DIRECTORS 
The Statement of the Problem 


The Composition of the Board of 
Directors is a matter of vital importance 
to the successful working of public 
enterprises. As at present constituted, 
the Boards of Directors of most of the 
enterprises consist mostly of ojB&cials 
of Government although ordinarily non- 
officials are also associated. Some of 
them have fulltime Chairmen. Often 
a Secretary to the Government happens 
to be the Chairman of the Board of an 
enterprise under his own department 
and in some instances the Ministers have 
taken up the Chairmanship of the under- 
takings under their charge. 

Several points arise in this regard. 
First, what should be the scope of the 
Board’s functions ? Should the Board 
deal only with matters of policy ? Or 
should it be a Board of Management ? 

A second point is about representation 
of interests on the Boards of public 
enterprises as for example consumers, 
workers, and other interested parties etc. 
The Estimates Committee of Parliament 
in its reports have supported the idea 
of associating individuals from the 
private sector with the Board and for 
this throwing open a certain percentage 
of the share capital to that sector. 

A third point is about the kind of 
Chairman that a Board should have. 
The position of the Chairman is a crucial 
one. What then should be his qualifi- 
cations ? Should he be a generalist ad- 
ministrator or an 'idea man’ or an 'integra- 
tor’ of ideas. It is sometimes argued 
that if the Chairman is too much of an 
•idea man’, then the other members 
will be inclined to leave things to him. 
On the other hand, if he is only an 'integra- 
tor’ of ideas the Board should also contain 
other 'idea men’. 

Since the Board of Directors is res- 
ponsible for the successful working of 
a Government enterprise it is necessary 
that it is provided with the necessary 
powers. But the difficulty arises because 


in the exercie of its powers, sometimes, 
the Board may have to take into account 
considerations which the Board of Direc- 
tors of a private enterprise will not have 
to reckon with. 

The questions for consideration will, 
therefore include the following: — ■ 

(i) What should be the nature 
and functions of the Board ? 

(n) Should persons from outside 
the Government be brought in- 
to the Board, and under what 
conditions ? 

(m) Should there be interest repre- 
sentation on Boards and what 
interests should be given repre- 
sentation ? 

(w) Should a Secretary to the Govern- 
ment or a Minister be the Chair- 
man of an undertaking under 
their charge ? 

(v) What should be the powers of 
the Board of Directors ? 

(?7‘) What should be the modes of 
accountability between the Board 
and the administrative Ministry 
of the Government ? 

, j 

Several points were raised in the 
course of the discussion. The first one 
related to the nature and functions of 
the Board. A number of participants 
complained that at present the Boards of 
State enterprises were practically Boards 
of Management rather than Boards of 
Directors. A Member of Parliament said "I 
would suggest that the Boards of Directors 
should not be the Boards of Manage- 
ment. We should have separate Boards 
of Management under them. The Board 
of Directors should be the policy-making 
organisation just like any other Board 
of Directors in private Companies. Under 
them should be the Board of Manage- 
ment or the executive Board of full-time 
stipendiary Directors who would be on 
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the spot and would carry on the day to 
day administration. I would therefore, 
say that the Board of Directors should 
be the genuine policy making Board 
with an executive committee or a Board 
of Management functioning under them, 
some of whom may be also members of 
the Board of Directors, but not neceS'^ 
sarily, but answerable to the Board.’’ 

This was not acceptable to another 
member who said ''In the nature of 
things it is difficult in the case of Board 
of Directors of public enterprises. In 
a private enterprise, the Board of Direc- 
tors consists of people some of whom will 
be policy-makers on behalf of share- 
holders. Here in a public enterprise, 
the policy making authority is not really 
the Board at all. It is rested somewhe re 
between the Ministry at the top level 
and the representatives of the Ministry on 
the Board, and therefore, the idea that 
the Board of Directors must be the policy- 
making body does not meet the situation, 
tin public enterprises it is in the nature 
lof things that the Minister has a final 
Isay in the matter. 

'*! have been trying to explain that 
there is a slight difference between the 
composition, functions and the nature 
of the Board of Directors of a private 
business and a Government business. 
There are certain things which are special 
to public enterprises. Bor instance, 
if a private business Company makes 
profits and it wants to expand, it does 
expand. In public enterprises, the ques- 
tion whether it should expand and uti- 
lise its funds for any other purpose is 
a matter which is not done by the Board 
of Directors. It was to be done essentially 
by Government and that is the point 
of differentiation which we have to 
make. Secondly for instance, suppose 
you have power supplied by a certain 
organisation for a public concern. 
if the cost of power is high, theiT the 
private businessman can say '*! would 
not take part in it. I shall put up my 
own generator or do something else”. 
Now, this sort of things, again, will not 
happen in a public enterprise, because 
it has to work within a certain frame 
laid by Government. For these reasons, 


^you would definitely , say . that the Board 
of Directors are essentailly Boards of 
Management working under a policy 
and framework set by the Government, 
and only to a limited extent can be 
regarded as policy-making in the sense 
in which a private Board can be policy- 
making.” 

It was immediately challenged by the 
previous speaker who quoted the British 
practice. "The entire pattern in Britain 
is just the reverse of what you are saying. 
For example the London Passenger 
Transport Authority, the Coal Board, the 
B.B.C. and anything one can think of are 
completely autonomous policy-making 
Boards of distinguished people in the 
world of business, policy and public life, 
J who are exactly in the full sense full-fledg- 
ed Directors of the Company as effective 
in policy making as the Board of Directors 
of any limited Company. This is because 
there is genuine autonomy.” 

Another member who agreed with 
this view said that the Board of Diroijtqrs 
should he a policy-making one and should 
he distinct from the Board of Manage- 
ment. The latter might meet according 
to the needs of the situation, might 
be once in a week or in fortnight. 
He questioned the suggestion that in 
India a Board of Directors could serve 
no useful He also cited the 

practice in some large American Companies 
which were bigger than several of the 
Indian Companies put together. Further, 
he said that a study conducted by the 
Harward Business School had come to 
the conclusion that the most important 
function of the Board of Directors was 
to ask intelligent questions. Thus he 
was in favour of having a real policy- 
making Board which had the power to 
take decisions. 

Still another member said, "if you 
definitely decide that within the given 
time of production, this is the planned 
production target, within this cost, 
you should give the Board of Directors 
full authority”. The member was also 
in favour of having a Board of Manage- 
ment over which there would be a govern- 
ing Board which would have the 
task of overall controL 
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: Agreeing with ;, this , view „ another, 
participant examined the question in the 
following way. He asked '‘What precisely' 
.are the functions of the Board of Directors' 
even in ■ a private limited company ? 
I do not think the Board of Directors 
ever run a concern. The Board of Direc- 
tors consists of a group of' ..men 
who' : have ..fairly wide experience and 
whose general advice is valuahie. So 
efforts are made in a private Company 
to draw for the purposes of the Board 
people who have considerable experience 
and standing in the business world. 
I feel in public enterprises also, in course 
of time, may be in the next five years 
or ten years, we shall have a group of 
men who shall be devoting their time 
to the running of these concerns. They 
will build up a considerable amount of 
special knowledge and they will ha in 
a position of ‘working on different boards 
to provide different kind of advice”. 

The question was analysed from 
a different angle by one w^ho said: “I 
think there should be unity of command 
in management, and consequently, there 
should be a Managing Director, if all 
the members of the Board %vho make 
the policy are not themselves responsile 
for carrying it out. Either you have 
such an arrangement or you have a 
Board of Directors, all of whom are 
responsible for implementing their col- 
lective decisions in their respective 
departments and one of them is the 
Chairman. It is not desirable to have 
under the Board of Directors a committee 
of management responsible for imple- 
menting the decisions of the Board, 
because there will be no unity of command 
in implementing policies. An under- 
taking must have unity and continuity 
of purpose. Its Board of Directors 
must also, therefore, have unity and 
continuity of purpose. I thought that 
the Government of India decided to 
adopt the Company form for public 
enterprises, largely for this purpose and 
for detaching the whole operation of 
public undertaking from the normal way 
in which a Government department 
functions. Even when departmental 
heads function as members of the Board 
of such an undertaking it is not as if 


that they should get together ad hoc 
and come to ad hoc decisions on matters 
pertaining to the undertaking.” 

Another member who had experience 
of the working of the Board of Directors 
of a State enterprise said that the best 
practice would be to have a Board of 
Directors with an executive Board as 
was the case in the Hindustan Steel 
Ltd. He said that the Executive Board 
should be able to dispose of many matters 
•which otherwise would require the atten- 
tion of the i¥hole Board, it being open 
to the Executive Board to reserve for 
the consideration of the Board of Direc- 
tors any matter that it considered neces- 
sary. 

Support came from another member 
who made the following remark. “On 
this subject, policy and management, 
I personally think that it is necessary 
to distinguish between two aspects of 
policy. One is policy of what and the 
other is the policy of how. The policy 
in regard to what is necessarily going 
to be determined by the State. It may 
be the broad objective, it may be priori- 
ties in attaining these broad objectives, 
etc. What is to be done will always 
be determined by the State, That is 
the objective for which the Corporation is 
set up. But once that objective is given 
to the Corporation, then how it is to be 
done is a matter primarily for the policy- 
making functions of the Board of Direc- 
tors. If it wei'e not so, then there would 
be no justification at all for setting up 
the Corporation. Then also with regard to 
the point of management it may be 
that for the sake of better efficiency, 
better speed, better elasticity, some 
agency or instrumentality below the 
Board may be created either in the Act 
or by the Board itself. It may be the 
single Managing Director, it may be 
the Standing Committee, it may be the 
Board of Management, but so long as 
the responsibility ' for the management 
of the enterprise is placed in the Board, 
we must take it that the Board is suffi- 
ciently empowered to take the final 
steps even with regard to management. 
In regard to policy-making there is, 
this limitation that the ‘What’ is given 
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by tbo State and tliongb in regard- to 
the implementation the Board may 
create any instrumentality below that 
if it likes, I think so long as it is a Cor- 
poration, the responsibility for manage- 
ment must rest in the Board”, 

In this connection it was obseryed 
by an experienced businessman ‘ would 
like to draw an analogy from the success 
or failures of what is happening in private 
enterprise in the country. My personal 
inclinination is that there should be a 
Board which is largely a policy-making 
Board, It should not be burdened with 
day-to-day executive function for which 
there should be either an executive Board 
or something similar. But the Board 
itself must be an objective Board; if it 
is involved in the day-to-day functions 
then it becomes so much interested in 
its o%vn success or failure that it will 
never be able to assess objectively and 
correctly all that is happening. It should 
be a Board consisting of specialists 
in different subjects: finance, manage- 
ment, accounts, buying and selling, etc”. 

The suggestion was also supported 
by another member with experience 
both in the private and public sectors. 
He said that the contention that the 
Boards of Government enterprises could 
not be really policy making as was sug- 
gested by a member could not be correct. 
Whether it was a government enterprise 
or not the Board should be a policy- 
making one. The best solution lay in 
having a Board of policy makers and 
an executive Board which would manage 
the day-to-day administration of the 
concern. 

II 

A second topic which was discussed 
in soma detail concerned with the role 
of the Government officials on the Board. 
At the outset a member expressed the 
view that in many cases Government 
officials wore nominated simply because 
they were officials of the controlling 
Ministry and that often they could not 
be effective members of the Board and 
take independent decision as they did 
not know in which way the Govern- 
ment would jump. Therefore they 
wanted that officials of the Ministry 


controlling the enterprise should not 
be ■ Directors. The member looked at . 
the question from the point of the pur- 
"pose of the enterprise. ''What is the 
public purpose if a producing Corporation 
or a private limited Company which is 
created to produce telephone equip- 
ment or steel or fertilizer ? I thought 
the purpose was to produce the best 
quality of goods at the cheapest price. 
I thought the purpose of setting up these 
Corporations was in fact to make avail- 
able to the country and the consumer 
articles of the best quality and at the 
cheapest price,” 

Another member said that it would 
be better to run the enterprise depart- 
mentally or to have a departmental 
committee of officials to run the enter- 
prise rather than set up a Board of Govern- 
ment officials who could not really be 
independent of the Ministry. "There 
is no reason at all why, if it is the inten- 
tion of the Government to run its airlines 
in the present manner, i.e., by having 
a Board of Management on which various 
Government people are appointed, there 
is no reason why it should not be run 
departmentally by the Civil Aviation 
Department with a committee of officials 
to advice the general manager. What 
actually happens is that some people 
from different Ministries are nominated 
on the Board. Each member of the 
Ministry in whose charge a thing is may 
have one view. But the representatives 
of two other Ministries cannot express 
unless they have consulted their Ministers. 
That Minister may be on very bad terms 
with the other. The Minister may not 
even be on speaking terms and say 
"damn this fellow here, make his work 
difficult”. So, Sir, if you have Boards of 
this typo, don’t have it; have depart- 
mental management”. 

Criticism of the behaviour of the 
officials come from another member 
with experience in Boards of Directors 
of Government enterprises. He said 
^^What I have noticed as a most dis- 
concerting creation of such officials on 
the Board is that they are merely channels 
of communication. If like all other 
members on the Boardj, officials were to 
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identify tliemselves with the responsi- 
bilities of that Board and then bring 
to its. discharge their special position^ 
their special experience, their special 
talent, it would all bo very good. The 
real disconcerting part is that they are 
merely channels of communication. All 
this sort is a variable feature again. 
So, that type of person on the Board 
does not add at ail to the efficiency or 
to the integration of the Board and that 
causes considerable disturbance which 
is neither to the interest of the Govern- 
ment which sets up that Board nor to 
the smooth running of the internal 
administration. So, this much at least 
should be clear. Xo type of official nomi- 
nation should be had to a Board which 
is not of this character, that is to say 
once appointed there he puts himself 
entirely at the disx^osal of the concern 
rather than be the watch-dog of the 
department on the Board and such a 
representative person on the Board should 
be considered unsuitable”. 

Another member who had visited 
a large number of State enterprises and 
met those in charge of them made the 
following observation, would not 

like to give individual instances, but 
I am aware of many cases where you 
get the same complaint that the people 
who are attending the Board meetings, 
change too frequently, come infrequently 
and when they come they have not 
had time even to read the papers. If 
the Director is from Finance, he would 
raise a point about some financial or 
other procedure and call for the in- 
formation at the next meeting, and 
urges to postepone the decision till then 
because he is not individually responsible 
■whether the particular enterprise or 
particular Company flourishes. The 
number of changes in the Board of Direc- 
tors are very frequent. Practically very 
few Directors are there from year to 
year. Every time he has to examine 
and study anew what is happening and 
so decisions have to be postponed. Some- 
times Ministers are put on Boards , 
Well, Ministers are even less of experts 
on this sort of prohlem and also more 
prone to be influenced by considerations 
other than efficiency than even non- 


officials would be. An official, on the 
Board, is more prone as an official to 
commit himself even to a non-written 
directive given by his Minister than 
he would be if he were an independent 
officer put in charge of something. I 
think many of the charges about favourit- 
ism and so on are due to the fact that 
ex-officio Directors have to take direc- 
tions from the Ministers. If the Board 
were independent, it could say: ^‘^Unless 
we are given a directive from Govern- 
ment in writing we will not do it”. That 
they will not do unless they are indepen- 
dent. So once you decide that the task 
of the Board is to manage and that 
of the Government to decide on all 
matters of policy, then I think this 
problem will be more easily solved. 

Agreeing with the above view one 
member opined: 'Tii the public sector 
there should be more people specialised. 
It should be an economic civil service, 
whether you like it or not. There must 
be men who are devoting their life-time 
and it is out of them that your Board 
of Directors should be created. May 
be in course of time our teachers in 
Economics in Universities become a 
little more specialised, but ultimately 
it is this kind of people who a.re able 
to judge the implications of different 
things that are to be done, who are 
needed. I believe the time has come when 
we should try and build up a group 
of men who would be able to discharge 
this responsibility. The State Bank for 
instance should have a number of men 
who might be specialised in a number 
of matters. Finance men of experience 
will be picked up on the Board of the 
various concerns, because they have 
first class understanding of what is to 
be done. I do not think a Joint Secre- 
tary of Finance Ministry knows as much,” 

Another member who was connected 
with the Board of Directors of a large 
State enterprise said that always the 
particular Director who was an officer 
of the Finance Ministry thought that 
he was representing the Finance Ministry. 

have felt that this is something which 
we should not accept. He should sit 
there as an individual. May be his 
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financial knowledge is of value. That have to select men and select them for 
should he respected. But his decisions their abilitiesj competence^, experience 
should not reSect that he is speaking on and background. Having selected them 
behalf of the Finance Ministry. But they must owe allegiance to the Boards 
here the case is as may be in any other full allegiance to the Board and they 
Company — I think invariably he takes may be officials”, 
the stand that he is there because he Another member said that official 
is the Joint Secretary of^ the Finance directors s not take a briefing 
Ministry”. on the Agenda of a Board meeting from 

The same view was expressed by the Mmister or the Ministry, 
another member who said that if the Two members, however, felt that 
Joint Secretary himself was an expert there was a great deal to be said in favour 
then his full allegiance should be to the iiaving officials of the concerned minis* 
the concern and not to the Ministry t^ies on the Boards of Govermnent 
when he sat on the Board. enterprises although they also were of 

The position of the Finance Director the view that the choice of persons should 
received this further comment. ‘Tf be on the basis of merit and not on the 
the Finance Ministry is prepared to basis of official status. They thought 
concede to other Corporations the same that since the Ministry was vitally interest- 
degree of autonomy for a period of time ed in the enterprise it would be neces* 

that by traditions they have allowed sary to bring the Ministry’s point of 

to the Railway Board, probably even view to bear upon the decisions of the 
the relations between their representa- Board which necessarily had to be in 
tives on tho Corporation and the mana- conformity with the board policies of 
gement will develop in a healthier way. the Government. One of them said that 

What is happening is that during the it ensured better coordination. He said 

last four or five years during which those that sometimes to have expeditious work 
Corporations have been set up and these done by the Company certain of its 
finance people have been appointed they decisions would have to be approved 
are not being actively encouraged to by the Government and this would be 
build up these relationships. Rather helped if the Government officials were 
there is too much interference, too much there. At the same time he added 
meddlesomeness, too much desire to do agree entirely that it is very wrong 
operate even small details of financial for the officials to be there merely because 
arrangements in keeping with what some- they happen to be just officials. You 
body in the Finance Ministry, that also must have a man who has knowledge 
nobody knows, whether it is at Deputy and you must put him there long enough 
Secretary or at a much lower level— to bxung his knowledge and not change 
feels. The Railway Board is not a Cor- him frequently”, 
poration; it is a separate administration j|j 

within the Government. If at least, Another point which received signi- 
the separateness of the administration fieant contribution from the members 
of a Corporation is admitted to by all about the question whether non- 

Ministeries, not only Finance, but by officials should be nominated to the 
aU Ministeries, there will be time enough Boards of Directors of State enterprises, 
in ten years to develop a healthy tra- The ball was set to role by one discussant 
• who said that when an enterprise was 

In the same strain one more member organised in a corporate way, there should 
complained that the real difficulty arose be also non-officials on the Board. The 
because more importance was attached .suggestion was forcefully supported by 
to the official position rather than to the a member who said that the question 
expertness of the person. ‘‘I think that should be examined from the point of 
whether you start with officials or non- view of the functions of the Board, 
officials it does not matter at all; you '^What precisely they do ? They are 
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concerned witk proWems of sales^prob-'. 
lems of:, what .'are they going' to buy. 
Should there be bu Ik purchases? ; sho uld 
you employ some selling agents?; with 
what bank are you going to have overdraft 
arrangements?; stocks are filling' up etc. 
They are the questions of expertise and 
therefore, it is very necessary, 1 would 
say that the Boards should be mxed 
Boards. People from the private sector 
with business experience, should be 
drawn out to the Board”. 

Another member made the following 
observation: "'On that subject I happen 
to have some experience both of wroking 
on mixed boards and also purely official 
boards. Two or three years ago, being 
exasperated at the meddlesomeness of 
the Ministries in concerns which were 
supposed to be autonomous Corporations, 
I took the view that rather than keeping 
these misleading and somewhat undesir-- 
able state of affairs, it would be better 
to turn them into departmental boards. 
But the view that has been forced on 
me by actual observation of what has 
been said about the play of minds etc. 
is different. Even if the percentage of 
non-officials is limited to 20 percent, 
I must say that there are lots of things, 
which may for the success of an enter-^ 
prise even in its day-to-day efficient run- 
ning; would never strike the purely 
official mind till that capacity is developed 
after ten or fifteen years when it will 
become a second nature. 

^*^3Srow, I shall be completely disloyal 
to my colleagues if I refrain from saying 
that I have seen a banker working in 
a purely non-official capacity in, what 
you might call, a public bank attending 
more regularly, more zealously, in a more 
personal way to his duties, as a member 
of the Board of what is not his own bank 
or what may be semi-public bank. Now 
you might say that such instances are 
rare. But these are the very instances 
which have made for the success of that 
type of institution. But even in others, 
where it is not cooperative. I tmean to 
say purely public where all the capital 
is of the Government, whatever business 
sense has gone into its initiative and 
working, has, to a , large extent, come 


from the people who every day are 
doing all this business, and had similar 
experience in the past. I would put it 
the other way and say that these people 
know almost by instinct what is to be 
avoided. And that is a much greater 
contribution to the success of the enter- 
prise than having a mere poper flag. 
Here it would not be proper to generalise, 

I am only saying that the Joint working 
of persons, i.e., of^those who are operating 
in official capacity, (because they repre- 
sent the authority which now must be 
behind that organisation and they also 
have the mind of the Government to be 
well reassured on broad lines of policy) 
and of the representative who come from 
other sectors of experience, (which now 
for the first time have become wider 
to public purpose) are essential”. 

Eully supporting the above view 
another member observated; suppose 
I have been about on as many Boards 
as anybody. On the Boards I had the 
closest association with non-officials. These 
non-officials, far from being negative, 
have made a very positive and most 
appropriate contribution to the success 
of these enterprises than very often the 
officials who were not so well experienced. 
^ tell you one thing, in costing at Sindri, 
the non-officials have been more helpful 
than the officials and I can make this 
confession’ Y 

Support for inclusion of non-officials 
came from another member who said 
that the purpose of forming an autono- 
mous enterprise was to maintain a 
continuity and unity of purpose. ‘"If 
that view is right, I should imagine, 
that such a Board should consist of the 
best talent you can get and you need 
not assume that the best talents are 
only to be found in the private sector 
or in the public sector. There is no reason 
why you should say in advance that a 
Board in the public sector should consist 
only of people from the Government. 
On the other hand, I should say, that 
in so far as some of the members of the 
Board will he Government officials, perhaps 
of the particular Ministry concerned it 
is only reasonable that the Board should 
include non-officials who will constantly 
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challenge if the official inenibers tend to 
forget the autonomy of the undertaking. 
Therefore^ I helieve^ that persons from 
outside are. the safest to guarantee that 
autonomy will; .he maintained”. 

Still another member who was con- 
nected with the setting up and adminis- 
tration of some public enterpiises felt 
that as far as policy making functions 
of the Board were concerned it was 
always desirable to associate non-officials 
of high standing who had no monetary 
interest in the concern. 

It was suggested by one that the 
proportion of non-officials on the Board 
could be even as high as 50 percent. 
He cited the example of a Government 
concern of which he was a Director. 
This concern had a non-official Chairman. 
To his mind, the ideal Board would have 
50 percent officials, 50 percent non- 
officials with a non-official Chairman. 

Another remarked: ‘'We want to 
manage these concerns very well and 
effectively. That is the main objective. 
We want specialists in buying, selling, 
management, techincians and all that. 
Whether they are officials or non-officials 
should be really a minor matter.” 

At this stage a member said that 
while the bringing in of non-officials 
to work on the Boards would be desirable 
it was also necessary that once they 
were in, they should receive the same 
degree of protection as the officials 
got. He said that if they were criticised 
on the floor of the Parliament, as has 
happened before, it would be an unhealthy 
practice. Secondly, if the choice of the 
non-officials was left completely to the 
Minister, considerations of nepotism and 
favouritism might creep in. So it was 
necessary to consider whether there 
was any means by which these unhealthy 
practices could he avoided. The member 
thought that if a standing Parliamentary 
Committee was appointed, which would 
reflect the various shades of political 
opinion represented in Parliament, it 
would be possible to have this committee 
consulted, not necessarily to get its 
approval. In this way it would be possible 
to select the person in a more agreeable 


manner. 

■■ This suggestion, that Parliament .should 
in some ' .manner or. other; be associated 
with , the selection of the non-official 
Director ' w.as opposed by some members 
who said. that it would produce' no better 
results. , As things' stood, in the 'country 
,'aiid particularly in view . of , the ,■ present 
.stage .of .development'' of , democracy, 
the' -difficulty' mentioned would stiff, exist 
whether' directly or iiidirectly. . . Ano.ther 
member said ‘‘it is a most dangerous 
suggestion. Let us face the music. The 
chances of taking the corrrect decisions 

are greater now”. However, all were 

agreed that these non-officials should 
not be unnecessarily criticised. One of 
them said “Assuming that they should 
be selected, it should be in a way that 
itself looks good to everybody. 
They should also be given 
the same protection that officials, are 
given in the line of protection behind their 
Minister. ” 

One member asked a non-offieiai 
participant “If tomorrow you are offered 
a Directorship, would you take it? The 
reply was: “I would take it. But my taking 
it would be not because I gained aiw- 
thing out of it, but because I feel it is 
a service which experienced businessmen 
should do to Government even at a slight 
risk.,/ I realty feel that we may have 
differences of opinion, but once we have 
joined a Board, I think all of us will 
put our best experience and knowledge to 
the service of these Companies to try 
.and make them a ; success.” ' 

. The same line was taken up by another 
member who although believed that 
the job could be done much better with- 
out State enterprises said “Now, Sir, 
it is quite clear that if I am asked to 
serve on the Board of Directors of a State 
enterprise or even asked to Codvise as 
a labour expert on labour relations or 
any of that type, I would either feel 
strongly enough not to accept it or if 
I accept it, surely, iuvspite of my feeling 
that this is a wrong policy, I would do 
it with the fullest intention and desire 
to make a good show of it. I think we 
must accept that position.” 

Another member said “I fully agree 
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witli, you from' my ^personal experience 
as an 'official on the. Board, ' 

■Btill another member My ' experience 
IS the same.’' ■ 

, ,, Slightly different/, was, the .opinion 
of another member who felt that , criti- 
cism of the non-officials ' was bound to 
continue and therefore it would be better 
to..: have them'' only; on the Boards of 
such enterprises as the State Bank^ : of 
India; but for others like Sindri Ferti- 
lizers it would be better to have only 
official ,Boards. 

However^ opposition to non-official 
representation came from t-wo other 
participants. One of them said '‘I am 
very much against a business man being 
on these Companies. A mixed Directorate 
of this type will be dangerous for the very 
simple reason that Just as no pGiitician 
retires similarly no businessman retires. 
After ail private business is business 
based on competition. That is the essense 
of business. Nobody, no private Compa»ny 
dreams of having its competitor on the 
Board. It is against all sound business 
principles, Therefore, my view is that 
there is no place for a businessman on 
these Directorates' ’ . Ha said that if 
one examined the working of enter- 
prises which had mixed Directorates, 
it would be found that they were no 
better than those managed by completely 
official Boards. Moreover, all criticisms 
of the public sector were made only in 
the initial stages and once the industry 
had got going the criticisms died down. 
But then many matters like source of 
buying, locations, etc. were determined 
by the Government even before the Board 
was constituted as many of these con- 
cerns were started after negotiations with 
foreign parties. Moreover, the Govern- 
ment enterprise must follow the open 
system of calling tenders, buying through 
the Director General of Supplies and 
Disposals, etc. So whatever advantages 
could be obtained by having non-officials 
would not be possible, '"I would rather 
risk a little ineffeciency than import 
all kinds of competitions in this manner. 
Even in the private sector, if an investi- 
gation were to be made as we have made 
in certain pf our public concerns, I 


think much worse things will come out. 
Is it to safeguard all that we are going 
to deviate from a very sound principle.” 

A second member was also strongly 
opposed, to the association of non-officials 
on the Boards of Directors of Govern- 
ment concerns. He said: ‘Tt is perfectly 
true that real autonomy is not conceded, 
that what we are discussing is the fictional 
Companies and Corporations. It does 
not matter if Government takes advice 
from any body. It can have advice 
from suitable non-officials, even if it 
was a Department; there is nothing to 
pre^ront departmental running. Again, 
there is nothing to prevent Govern- 
ment from seeking advice from non- 
official advisory committees. These non- 
officials join the advisory committee 
which is put in charge of running this 
particular concern subject to the orders 
of the Governniont. But there should 
normally be no non-officials. A large 
number of non-officials in this country 
are strongly of the view that public 
enterprises ought to fail, that there 
ought not to be public enterprises. The 
less they are the better. In these cir- 
cumstances, however honest their parti- 
cular approach to the task may be, 
this is the background of their thinldng. 
There is a great deal of feeling amongst 
business people, who run businesses, 
that the expansion of the public sector 
is a bad thing. They have put it in Chem- 
bers of Commerce pronouncements. Now, 
putting people wdth this kind of back- 
ground on Boards itself shows the kind 
of work they are going to do. Of course, 
there are exceptional cases, people who 
would go even against their interests, 
but these are very exceptional people”. 

When the member was told by some 
others that even if a non-official did not 
believe in the public sector, he would 
still serve a Government enterprise well 
he replied: ‘‘The position is simply this. 
If you are of the the opinion that people 
are so detached in this country, which 
is well-knovm for spiritual detach- 
ment, and that this detachment is so 
special a feature of the entire business 
community that they can divide their 
mind into portions and say, when I am 
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a Director^ tHs is my Dbarma as Birectorj 
but wlieii I am elsewliere what I may do 
ill this Bhama goes against that Dharma 
then^ I say, by all manner of means, 
as many businessmen. Ail I would say 
is, when you are asking busmessmen, 
discriminate, and see that you do not 
add others”. 

IV 

There yvas some discussion about a 
related topic viz., interest representation 
on the Board of Birectors* The principle 
of interest represeiitation w^as not ques- 
tioned by any but there was a consiclera-* 
ble measure of disagreement about the 
interests to be represented. One member 
said that the interests to be represented 
must be the concerned Ministries in- 
cluding Finance. If a Ministry itself 
was the main consumer, it should be 
represented, but he w^as not in favour of 
giving representation to other consumers. 

Another discussant said that represen- 
tation should be given to businessmen 
of experience, to labour and to consumers. 
A third member thought that represen- 
tation of consumers to be inadvisable. 
He said: want a homogenous Board. 

What will the consumer do? He wants 
to be represented to safeguard two things: 
seeling price and quality. I think that 
any manufacturer and a Board consisting 
of ten or twelve people are bound to take 
care of the quality and cost of goods”. 
This member was in favour of giving 
representation to labour and of having 
members of Parliament on the Boards 
of Directors because they would represent 
as it were the financer’s interest. 

This was not agreeable to one member 
who said that as Companies in the private 
sector had consumers represented on 
their Boards, Government enterprises 
also should follow the practice. This 
was endorsed by still another member. 
He said : 'Tf it is consumer in the sense 
of general community, I do not think 
it means anything. But there is a kind 
of production relationship and if there 
is a cooperative society handling the 
products, I would like an official of the 
society, not necessarily a paid official, 
to be on the Board”. 


■■■' Several other members were, opposed 
to including a ''member.' of. Parliament 
on the Board because ^‘he is the .. fellow’' 
wdio is finally going to . say whether ' the. 
concern is working, well or, not,” and 
secondly because once he became a mem- 
ber of the Board he had, of necessity 
to become its lobbiest and such one he 
should never be. 

' V. ' ' 

The Chairmanship of the Board was 
another topic which received some atten- 
tion of the Seminar. All were agreed 
that the Minister or the Secretary to the 
Department controlling the enterprise 
should not be the Chairman of that 
particular enterprise. A member said 
that the Chairman should be a fulltime 
man. In no case should he be the Minister 
or the Secretary, Still another member 
was quite emphatic that he should 
not even be a member of the Board. He 
said that there could be two alternatives. 
One w’as to have a full-time executive 
Chairman and the other would be to 
have a Managing Director with a non- 
official titular Chairman. Another parti- 
cipant declared, 'T agree with those 
who said that neither a Minister nor 
the Secretary should be the Chairman 
of any Board”. 

Agreeing with this view another 
memfer said that the Minister becoming 
the Chairman would be constitutionally 
‘"improper”. “If you are building the 
whole thing on flexibility, delegation, 
autonomy, etc., then for the Minister 
himself to be there is not proper because 
it would mean that the Minister reserves 
the right to accept or not accept what 
he himself is doing”. 

According to another member even 
from the point of view- of practicability, 
i.e., finding the time it w^ould not be good 
for the Minister or Secretary to be the 
Chairman. Some other members also 
expressed the view that the Chairman 
should only be a titular head. One of 
them said “I would suggest that this 
Chairman should be more or less titular 
and there should be whole-time Managing 
Director”. Another said “It would be 
better to have a non-official Chairman 
of status and drive and then have a 
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General ■ Manager.” 

' Other ■ consklerations ' supporting this 
view were mentioned by others . ' One of 
them" said that it ■ should ' depend upon 
the , work-load. "If there was enough 
'‘policy-load” then. the.Chairman should 
not. : have ‘"management' load” ' and it 
would be better to have a Chairman for 
policy-guiding purposes. 

The reason given by another member 
was that if the Chairman himself was 
the Chief Executive, where there was a 
Board of Directors, it would he very 
embarrassing for the members to question 
him for his actions. “He might try to 
be very fair and may want the discussions 
to be carried on in a free manner, but 
it is just not possible. Free discussion 
is inevitably throttled whenever the 
person whom you have got to criticise 
is also the person in the Chair.” This 
he testified from his own experience of 
a public undertaking. 

There was one member, however, 
who said that whether the Secretary 
should be the Chairman or not depended 
upon the extent of autonomy the enter- 
prise enjoyed. If the Secretary was not 
the Chairman, the best solution would 
be to have a single person both as the 
Chairman and the Chief Executive. 

The concluding remark about this 
point by a member was the following 
""While we should not have the Secre- 
taries to the Government as Chairmen 
of the Boards of Directors, I do feel that 
in course of time within the Govern- 
mental set-up, you will have to develop 
men who can act as Chairmen of these 
Boards, though they need not be full- 
time Chairmen of these Boards. They 
may be Chairmen of two or three or 
four Boards. But the Chairman should 
not be the Secretary to any Department. 
In other words, a specialist within the 
field will have to be developed. That 
is a task which in course of time will 
have to be faced. 

VI 

Another topic which was discussed 
at considerable length was the powers 
of the Board of Directors. The question 
was not discussed from the point of the 


specific powers of the Board but from 
its over-all functions .as the agency res- 
ponsible for running the enterprises vis- 
a-vis the powers of control by the Govern- 
ment. In other words, autonomy of the 
Board in relation to Goveriimentai powers 
was the main theme of discussion. 

One with experience as a Director 
said that a Corporation ""should 
really have no accountability to the 
Ministry, as a Ministry. In fact, it is 
to take it out of the Ministry that a 
Corporation is set up. The Corporation 
has certainly an accountability to the 
Minister, because he is going to represent 
it in Parliament, and if by Ministry 
we mean the entire organisation, actually 
it becomes accountability to an Under 
Secretary and sometimes even lower 
than the Under Secretary. Now, in a 
single Ministry you will have a variety 
of different types of inner cells. You 
do not expect the Ministry even to be 
technically qualified to exercise any power 
of accountability that may be vested 
in them. And unless we take care to 
see that the position of a Corporation 
vis-a-vis the Ministry is definitely kept 
independent, not only the advantage 
of having a Corporation goes, but a large 
amount of purposeless and most uni- 
formed measures and delays that occur 
and on some of which a number of our 
students and college students have com- 
mented, really arise out of that. Therefore, 
there should be no accountability to 
the Ministry as Ministry. For the purpose 
of enabling the Minister to discharge 
his responsibility in regard to a parti- 
cular Corporation, the machinery to 
help him is in the Corporation and not in 
the Ministry. He has many other things 
to do and it is with regard to these 
other things that he has assistance from 
the Ministry. For everything pertaining 
to the Corporation, all his assistance 
must come from the Corporation.” 

The position was sought to be clarified 
by another member who said that there 
was a great deal of misconception as 
to what a Ministry was. He said “The 
Ministry is really an extention of the 
Minister. It is the staff at the disposal 
of the Minister to enable this ""one man,” 
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to take (leeisions or allow them to be 
taken on his behalf by Bome of the people 
below. The Miiiistry does not exist 
:separately fro.m the Minister. The point 
which has been made out is really about 
the way in ■which the accountability is 
exercised and about who is entitled to 
call to account. In the same analysis, • 
by i^linistry we mean the Minister,, and 
by Minister w^e moan the Ministry; they 
are not separate. I agree entirely and 
wholedieartedly that in dealing with 
every proposal and problem coming 
up from the Corporation, it would be 
VTong for the Minister to say to his 
Deputy Secretary or Under Secretary, 
'^Please examine this and give me jmur 
notes thereon”. It is a question of at 
what stage the Minister’s mind will be 
applied and with what assistance. 
Obviousty, the Secretary who is the 
principal adviser to the Minister cannot 
be left out of the picture. We have had 
some extraordinary things lilce a sugges-^ 
tion from the Estimates Committee that 
the Chief Executive of the enterprise 
should be responsible directly to the 
Minister and should not have the Secre- 
tariat interpose betw^een him and the 
Minister. The answ-er is that the Secre- 
tariat is never interposed. Secretariat 
exists, it is not interposed. It is for the 
Minister to say ‘'all right, Chairman, 
I trust you. •'■Ton send me your proposals 
direct.” It is for the Minister’s judgement 
to decide as to how’ many and which 
members of the staff should be called 
in to assist him”. 

This explanation w^as not quite satis-, 
factory to the previous speaker. Ho said: 
“Within the Ministry if he (Minister) 
calls merely the Ministerial staff in a 
different sense as for instance his Per- 
sonal Assistant, that is a different matter. 
The Secretary, By. Secretary, etc. — *that 
hierarchy — Ixas got no relevance to the 
discharge of the Minister’s responsibilities 
vis-a-vis the Cojporation and if that 
is done, it means the Secretary is setting 
himself up as a superior authority, a 
superior source of judgement over matters 
of w^hich neither does he understand 
anything nor has he responsibility and 
certainly no relevancy vis-a-vis Parlia- 
ment to which this responsibility is 


owned Jt is for lack of stating this position 
clearly that all the trouble we have about 
Government interference. I think it is 
more often because of the Secretary’s 
assumption of certain powers with regard 
to everything that is under the Minister 
rather than under the Ministry.” 

' This point was examined in a' slightly 
modified manner by another member. 
He observed, “The question is whether 
in the line of command, . the Secretary 
is practically or theoretically interposed 
between the top management and the 
Minister. Constitutionally he is not directly 
in command, over the Board of a public 
undertaking; in practice he should not 
assume that position, nor should his 
Minister agree to or acquiesce in the 
Secretary assuming that position. This 
does not mean that the Minister should 
not receive any advice from his Secretary.” 

Another member said that the Secre- 
tary was the permanent adviser to the 
Minister and he was the person who 
had to be consulted . The Minister might 
choose not to consult him; but if he 
did consult, nobod3^ could object to it. 
“Constitutionally only if the Minister 
sa\^s to Mm, I w^ant \Dur view'^s on this, 
he gives them. It is open to the Minister 
to S8,j that those matters I 'will deal 
wdth m^^seif. Then the Minister may take 
the blame himself.” 

At this stage the member wdio origi- 
nally made tliis point said that what 
he objected to was not to Secretary 
giving Secretarial advice to the Minister 
but his giving technical advice. He said: 
“If the Secretaries act Secretarialiy and 
not technically, they would be en- 
tirely wdthin their proper scope of action. 
But, somehow^ or other Secretaries espe- 
cially at the Government of India level 
are accustomed to WDrk without having 
technical departments to w-ork under 
them. Therefore, here more than even 
in the State Governments, the Secre- 
taries are also accustomed to act in what 
I might call commanding positions. So 
long as it is clear that they are not in 
the line of command, then what is ex- 
pected of them is not a technical contri- 
bution to the merits of the proposition, 
bat ministering to the Minister with a 
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View to inakd the cases available to' him. 

, Even after this^ the, position was' not 
acce>ptecb by others in ' the' same way 
although . all agreed that the Secretary 
should not interpose,, himself between 
the Minister and the .enterprise. , One' of 
them said that as, the . points' which came 
to the ,.M,iiister ,'fro.ii2 'the Corporation 
might not be sel&contained in one Minis- 
try:' alone. V ' Consultation with other 
,Miiii.steries, 'w’as needed. Sometimes one 
Ministry might ' control four or five enter- 
prises. Repnrcussions of a decision might 
not be 'confined to one Ministry. So the 
Ministry -would have to consult others 
which could only bo done through the 
Secretary, ' So, it might not be possible 
to restrict it to Secretary; even Deputy 
Secretaries might have to be brought in. 

Expressing support to this view 
another member said "'‘It is quite clear 
that the control and supervision the 
Minister exercises is really an aspect of 
Parliamentaiy responsibility. The Minister 
is not there in any other capacity except 
that ho represents Parliament. ^ .Hence, 
the so-called Ministerial supervision and 
scrutiny over the affairs of Corporations 
or Companies is really an aspect of Parlia- 
mentary supervision. Then the rest 
of the question, lioiv the Minister exer- 
cises it is a matter of purely internal 
arrangement for the Minister. He is 
not bound in the particular case, as 
he is bound in the case of departmental 
•work, to consult the Secretary.” 

A member who had experience of the 
private sector drew a comparison wdth 
it and said that the problem under dis- 
cussion was not anything unique to 
Government enterprise. He illustrated 
it by the example of Uniliver in England. 
It has a Central Board in London which 
is assisted by a number of advisory 
departments in supervising the operations 
of subsidiary companies. When com- 
munications from a subsidiary went to 
the Director on the Central Board who is 
responsible for a particular country on 
the Central Board, it was for him to 
call in the appropriate department to 
process the matter and then take the 
final decision. Likewise, in his dealings 
with a Government enterprise, the Minis- 
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ter would consult his Secretary,. .Hoivever, 
the command must come from the top. 

. He added ‘‘The question, again, is -wdiether 
the top management of the nationalised 
undertaki'ng has a right tO' have, 'direct , 
access to the ICinister,. and I think the .. 
fundame'ntal point is that the .right ■' to 
d'ffect access 'must be conceded. '. It, should' 

. not be said that every thing' must, neces- 
sarily be routed through the Secretary.” 

Another member: ‘T agree about 

direct access entirely. In fact arrange- 
ments should be, /first, the enterprise 
should not have to refer to the Ministry 
anything except a matter of major policy, 
and second, if such a refereiioe is made 
to whomever it is addressed, it should 
be brought to the personal notice of the 
Minister before any action is taken. 
It is for him and his Secretary to see to 
wdiat extent staff aid is needed in the 
examination of this proposal, consultation 
with other Ministeries, etc. The order 
must again go as an order of the Govern- 
ment; it has to be experessed in that 
form but it is an order of the Minister 
or something which the Secretary says, 
‘T know the Minister wdll agree -wdth 
this, but I cannot consult him today 
and I won’t hold it uj)”. That much 
of internal delegation must be there. If 
a decision is taken with or without the 
Secretary’s advice, which the Managing 
Director considers wnong, he should 
have the opportunity to speak to the 
Minister.” 

It was pointed out by another mem- 
ber that this problem was also connected 
with the autonomy of the enterprise. 
If the Board was autonomous, then the 
number of problems that went up to 
the Minister wDuld be only on matters 
of policy and such questions would be 
very few in number. 

Strong support to this view came from 
another who avered that ‘‘the refusal 
of the Government as a whole really 
to delegate authority to the enterprise 
has, I think, been largely responsible 
for the confusion that has arisen. Once 
you decide what specific powers are to 
be given to the Board and they are 
autonomous, then there will be very 
few instances of this conflict. At present 
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nobody knows where exactly he stands. 
If written directives are given, then the 
Board knows where it stands, and it 
can take decisions. The attempt 
has been to iiijSnence the Board that 
we would not agree to this, you better 
dp this rather than saying that this is 
our policy, you follow this. There is 
a definite feeling among all the top people 
of enterprises that they are treated like 
inferior officers, who do not understand 
their business and that every Ministry 
thinks that they know their business 
better. The Chairman of a Corporation, 
the Managing Director of a Company 
and a number of people I have met 
told me the same. They all said they 
just can’t work because every time some 
Ministry says you can’t do this, you 
must consult us. So there is a general 
feeling amongst the top officials that 
they are being treated like despatch 
clerks or like boys to carry out certain 
orders from Delhi and not as people 
put in charge of things. And they say 
here we are senior officers with experience 
put in charge of important things and 
yet we are not given powders”. 

- There was more discussion about 
the need to give the Board of Directors 
de facto autonomy and opinion w-^as fairly 
strong about it. In fact, the remark 
by one participant ^^that is the one point 
on wdiich all of us are agreed” truely 
reflected, the general trend of discussion. 
Some more remarks made by the parti- 
cipants about this point may be cited 
here. ‘'To the extent to wdiich decision- 
making is presumed to be with Govern- 
ment, there is really no need to have 
a separate Corporation. But where 
you are alluding to the creation of a 
Corporation, the presumption is that 
you w’-ant important decisions to be 
made by the Corporation”. 

“flexibility really amounts to a 
desire for irresponsibility. If the Govern- 
ment cares to make the decisions. Govern- 
ment should stand responsible for them, 
as directly represented in the^arliament.” 

Another member avered “If you talk 
of autonomy, it must be real autonomy.” 

There was, however, a lone voice 
raised against this. He asked, “Autonomy 
of what? Autonomy for mismanaging 


the funds of the Republic ? Not, certainly 
not. Autonomy, only from the wooden- 
headed' bureaucracy. That is all that 
is w'anted.” 

Nevertheless, opinion' in favour of 
greater freedom of action for the Board 
was still very strong. A member asked 
“How can any Government official 
appointed to the Board, while he is 
already holding charge of another appoint- 
ment, operate in an mdividua! capacity?” 

Another member— a Government offi- 
cial: “I do not think he could”. Some 
other member: “He has no judgement, 
except the judgement of his Depart- 
ment.” 

Still another member, “It is an issue 
of delegation. I Government must be 
able to say that in respect of these matters, 
w^e must have a say, may be half-a-dozen 
mattei^s. In the rest of the field, there 
must be complete autonomy to the 

Board They are good men. The real 

trouble is that they are not given the 
powers. They are told to look over their 
shoulders to the Secretary.’!. 

^ One member who w'as also a Director 
of a Government enterprise said ‘ 
do not think Government must interfere 
very often as far as day-to-day policy 
making activities of the Board arp con- 
cerned because if that is done, 
then the enterprise will simply not ruif.” 

He said that there w^ere examples 
of ind irec t Government interference. It 
happened that the official Chairman 
or Directors came to the Board "with 
decisions already made by Government. 
In one or tw^o such cases, the non-official 
members have had to take up the matter 
to ensure proper functioning of the Boards. 

Strongly supporting this position one 
member said: “It is true that there are 
certain matters which necessarily require 
the approval of the Minister. But the 
official Director should be aware of before- 
hand of how the Minister is likely to 
react. If there is anything in executive 
autonomy, they must be a large group 
of matters in which the Minister’s approval 
should not be required. If even in such 
matters the official Director goes to 
the Minister, it is definitely wrong — 
•withdrawal by the left hand of what 
is being given by the right hand.” 



CHAPTER I V 
The Managing Director 
The Statement of the Problem 


Not less .important than the composi- 
tion of the Board ' is. the selection, ' of the 
.Managing , Director.' This is so' because 
on Mm will largely depend the fortunes 
of' the enterprise,. To ■ that end he 'must 
possess the necessary qualities and be 
invested with appropriate authority. The 
Managing Director of a public enter- 
prise is in a somewhat different position 
from that of a private enterprise. 

Next to consider is the position of the 
Managing Director in relation to the 
Board of Directors. He is a member 
of the Board and at the same time an 
employee of the enterprise. He is usually 
appointed by the Government and is 
removable only by the Government. 
He is answerable through the Board 
and not directly^ to the Government, 
since the Board is in charge of the 
enterprise. 

The questions for consideration in- 
clude: — 

What should be the powers of the 
Managing Director (a) vis-a-vis the 
Board and (b) delegated by the 
Board. 

A member said that the position of 
the Managing Director had become a 
very complicated one. ‘‘Sometimes a 
Managing Director would take the atti- 
tude that because he was made res- 
ponsible for the enterprise by virtue 
of his appointment by the Government 
and not by or through the Board, and 
because his personal service conditions 
were prescribed by the Government, 
he was free of the Board. On the other 
hand and at the same time because the 
Board, of which he was the Managing 
Director, was responsible for the enter- 
prise and the Board being autonomous 
he was not responsible to Government. 
And at the other extreme was and almost 
of the equal caricature, where the Mana- 
ging Director felt that he was not really 
responsible at aU, because to the extent 
he was not a creature of the Govern- 
ment, it was for the Government really 


to exercise the ' initiative and get the 
ultimate responsibility for seeing 
that the things were done, and to the 
extent of the Board, he was vested under 
Articles of Association vdth certain powers, 
it was for the Board to tell him what 
to do. They may be situations of extreme 
but they have actually arisen in practice. 
But in between these two extremes is 
a range of situations which arise, so 
that the problem is a practical one,” 
Emphasising the need for proper 
delegation of authority to the Managing 
Director another member said: ‘‘Surely, 
the question is, how much delegation 
you can do. But why do the State 
enterprises follow different policies 
in regard to delegation of powers ? Why 
does the Hindustan Steel Ltd., prevent 
a Managing Director or General Manager 
or the man on the spot from appointing 
a person for over Rs. 800, and why does 
the Hindustan Shipyard Ltd., allow the 
Managing Director to appoint up to 
Rs. 3000 ? Now, the crux of problem 
is not precisely what should be the powers 
of the Managing Director; it is why i>9 
it that the powers of the Managing Direc- 
tor have been limited so remarkably 
in most of the Govermnont undertakings. 

I cannot think of any Managing Director 
in any important private concern being 
stopped from appointing a man on Rs.800. 
In a big concern the question of appoint- 
ing a man on Rs. 800 will never came 
before the Board. This inhibition, refer- 
ring all things like “shall I appoint so 
and so on a salary of such and such” 
-stakes up so much time that the Managing 
Director cannot get on with his job 
and the advantages having a centralised 
policy seems to be much more easily 
obtained by setting out the framework 
of the centralised polic^^ within which a 
small discretion can be exercised. It 
is outrageous that a Managing Director 
is permitted to sanction non-recurring 
expenditure only up to Rs. 5000 within 
the budget allocation, because it means 
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tliat there is a vast amount of corres- 
pondence that is ahsolutely unnecessary.’’ 

Another member observed: think 

to separate all fnnctions of the Managing 
Director is not difficult. In the first 
place the Board meets occasionally, 
periodically and in the second place the 
Board is a Committee. There are things 
on which daily decisions are required 
and there are certain things winch can 
wait for a month for decision, and what- 
ever has to be done by one man imme- 
diately must be delegated to the Mana- 
ging Director as the person on the spot, 
in order to enable him to perform his 
functions.” Quoting from the powers 
granted to the Managing Director of 
Sindri Bettilisers he said that an attempt 
had been made to define all types of 
petty expenses. ^‘That is wrong in prin- 
ciple because a commercial enterprise 
or any large enterprise has such a variety 
of functions to perform, in such a variety 
of circumstances, that not even the 
most brilliant officer in the Finance 
Ministry can anticipate all the different 
aspects of expenditure. What do we 
find here? To write off losses up to Rs.lOO 
in any case 1 Whoever thought of this ? 
Yery minor officials in State Govern- 
ments can write off up to Es.300 or Bs.400. 
Assuming that somebody breaks an 
apparatus in a laboratory the Managing 
Director will have to VTite to the Govern- 
ment to \vrite off the amount from stock. 
Then we see, to sanction expenditure 
or Rs. 10000 non-recurring, subject to 
confirmation, in a factory of the size 
of Sindri is something very little. The 
principle is vTong. The way it has been 
done is wrong and the limit laid is much 
too low to permit of anybody’s working.” 

The observation by another member 
was 'Tf the Managing Director has to 
refer these various kinds of problems 
to the Board of Directors, he cannot 
feel responsible for running the organisa- 
tion, ” 

Another member said that the extent 
of delegation, would vary with the stage 
at which the project was. When t& 
project is under construction the Managing 
Director would have to be given wider 
powers than he would normally be given 


when it has . come . into Commission.; 
During the process of construction various 
decisions would have to be taken quickly 
if the schedule of progress is to be main- 
tained; and this necessitates the vesting of 
greater discretionary powers in the Mana- 
ging Director. ‘‘While it is true that there^ 
appears to be somewhat too detailed, 
and too limited delegation we must 
make a distinction between stages at which 
you are thinking of the delegation. Choose 
the right man and give him the right 
power having regard to the nature of the 
operations at the material times.” 

One member felt that delegation 
would depend not only upon the stage 
of the enterprise but also on the status 
of the Managing Director. 

When one member said that if the 
Managing Director knew his job, he 
being on the spot and the Board met 
only infrequently, he would be able to 
command, to do everything reasonable 
and get the confirmation of the Board, 
he was told by another participant: 
‘T think historically he is absolutely 
correct for the private sector. I think 
he is not correct so far as the public 
sector is concerned. I have talked to 
Managing Directors of State enterprises 
and they say they dare not take a really 
important decision which might be con- 
troversial. They dare not take that 
decision straight off and they are not 
short of personality.” 

However, it was pointed out by 
another member who had a great deal 
to do 'with the running of State enter- 
prises tha>t what actually happened was 
not that the Managing Directors felt 
they were not given wide powers, but 
that these powers were fettered by so 
many other restrictions like reference 
to the Ministry and so on. 

Another member asked whether the 
Managing Director should be outside 
the appointment, control and answer- 
ability to the Board in any respect of 
his being the Managing Director or 
should he be altogether a creature of 
the Board. He said that the Managing 
Director was appointed by Government 
and not in consultation with the Board 
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and not certainly .by or tliroiigli' the 'Board, 
His amolnments and terms and, conditions 
of service were .prescribed by the Govern- 
ment' and ■there he 'was placed' in charge 
■^as 'Managing, Birector appointed'. as ,sneh..-. 
He was ' then '■answerable to the .Board 
on ■■delegation ''given ;to,' liim,.'.. .'Thei'efore, 
.■'it' ■ W'as' '■'■nece'S's.ary. "to'' .find, an , answer, to 
■'this .'•■qnes.tio.n. ■...■' ■ , ^ 

Answering this point one member' 
said ® 'Tlie question will arise not so 
mnch in regard to the initial appoint- 
mentj but in regard to subsequent appoint- 
ments. ;‘What happens when the first 
Managing Director retires ? At the time 
when you are going to appoint the second 
Managing Director should he be appointed 
by the Government in consultation with 
the Board of Directors or independently ? 

I have no doubt, that he should be appoint- 
ed in consultation with the Board of 
Directors. Secondly, with regard to this 
power of removal, there is a converse 
case. Once a Managing Director is appoint- 
ed and he is doing his job pretty well, 
it is open to Government to transfer 
him vdthout seeking the concurrence 
of the Board of Directors. We have 
known cases where when a Managing 
Director had just begun to get the hang 
of the business, he has been sent to foreign 
countries at the expense of the parti- 
cular Company to get further training, 
and after return, he has been shifted 
elsewhere. So, T think before a Managing 
Director is treated like this by Govern- 
ment, this should be don© only with 
the fullest concurrence of the Board 
of Directors. In short, once a Managing 
Director has been appointed for a period 
of time — >it may be five years, four years 
or six years — ^he must be in the manage- 
ment of that particular company.’’ 

Another member was not very con- 
vinced of this. He put his case this way. 
‘"The point is that everybody wants to 
have an administrative position. But 
we have to see that those men who have 


to work under us are able to do the job 
according to our directions. Although 
it is true that the Government appoints 
a man, the Managing Director also knows 
that his success depends upon how he 
gets on with the Board as also how he 
runs his business. I think he is conscious 
of that.” 

He was also not in favour of large 
delegation of powers to the Managing 
Director. He questioned the statement 
made by another member that in the 
private sector there was large delegation 
of powers to the Managing Director. 
Even if this was true it was for quite 
different reasons. Often the Managing 
Agent himself was the Managing Direc- 
tor, or else he appointed his own "yes 
man’ as his Managing Director. The 
Managing Agent had full powers and 
therefore, there was no question of 
limitation.” “What I wish to point out 
is that the contrast which you bring 
in between extreme powers being given 
in the private sector to the Managing 
Director and very limited powers given 
here, cannot be understood except under 
different conditions.” 

This was agreed to by another member 
who said: “some of the best private 
companies have laid down “Do not give 
power to the Managing Director.” They 
say, with the approval of the Board, 
and then it always comes to the Board. 
I have seen in respect of some quite 
good Companies, of which I happened 
to be a Director, of Rs. 350 appointments 
coming up to the Board for approval, 
again and again, and it was the Managing 
Director who selected them or some Com- 
mittee which selected them. But they 
did coma upto the Board. And I see 
no reason for disapproving all that. If 
you leave it entirely to the Managing 
Director, well there is a possibility of 
mischief, but if once it comes to the Board 
for approval, all further discussion is 
eliminated.” 



CHAPTER V 

The Fieaiicial Adyiser 
The Statement of the Problem 


The position of the financial Adviser official who is a servant of the Company 
has been subject to a great deal of dis- and obviously subordinate to the Manag- 
cussion, particularly his relationship with ing Director as are all servants of the 
the Managing Director. The controversy Company because the responsibility to 

has largely centred on the question whether the Board of Directors is formally dis« 

the Financial Adviser should be given charged by the Managing Director on 
a right to go to authorities hi^er than behalf of the Company, Now^ the Finan- 
the Managing Director in case of dis- eial Adviser may tender his advice to 
agreement between the two. It is contended the Managing Director on a matter 
on the one hand that since the Financial which comes up and on which he may 
Adviser is an expert, whenever his disagree. The Financial Adviser would 

advice is found inacceptabl© to the Mana- then be either in the position of keeping 
ging Director who is not an expert, the quiet or trying to enforce his advice, 

former should have a right to place being ensured entry into the 

the matter before tlie Board, and if need forum, where the matter will be adjudged 
be the Government. On the other hand, by the Board for decision. The question 
it is pointed out that in so far as it is is : Should the Managing Director have 

not the Financial Adviser on whom rests the power to over-rule such independent 

the responsibility to run the enterprise advice which may go against his own 

according to the wishes of the Board, judgment or should the Financial Ad- 

the Managing Director who has that viser be allowed entry into the Board 

responsibility must possess the power to represent his case or be given a seat 
to oyer-ruie the advice of the Financial on the Board of Directors so that he is 
Adviser. there ahvays or should there be a com- 

As a compromise it has been suggested Pulsion on the Managing Director to 
that the Financial Adviser should be on bring all such disputed cases to the Board.” 


the Board. Another yl&w is that although 
th Financial Adviser should not be 
given the right to go over the Managing 
Director, rules must be so framed as to 
make it very difficult for the Managing 
Director to turn down the advice of the 
Financial Adviser except when absolutely 
necessary. 

The question to be considered is: 

What should be the exact role of the 
Finaneiai Adviser and his powers 
vis-a-vis the Managing Director ? 

The Chakman explained how in 
practice the trouble arose. He said 
Obviously the Managing Director should 
have financial advice. After ail, he does 
or should exercise large powers even if 
they are limited powers. That such finan- 
cial advice should be advice based on 
independent judgment need not be 
over-emphasised. Otherwise it is not 
much of advice. It is tendered by an 


One member expressed the view that 
once the Financial Adviser had .tendered 
his advice, his job was over. Whether 
his advice went agaiust the Judgment 
of the Managing Director should be 
brought to the notice of the Board w’as 
a matter for the Managing Director 
himself to decide. ‘‘In an important 
matter, if I am an honest Managing 
Director, I would certainly bring it 
to the notice of the Board and say “in 
this particular case this was the advice 
which I do not propose to accept” or, 
if I am dishonest or if it is not an impor- 
tant matter, I am not bringing it to the 
notice of the Board . ’ ’ 

Even this view that the Managing 
Director should bring to the notice of 
the Board any important point of dis- 
agreement wdth his Financial Adviser 
was strongly contested by three others, 
one of whom said: “If th© Managing 
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Birector as well as the 'Financial Adviser 
are Both on the Boards automatically they 
have' access' .to the Board and their 
respective problems and views ’will bo 
placed before .the: Board. ' I think' this 
question can arise only where the Manag- 
ing Birector is . O'lx the Board while the 
Knancial ' Adviser is not and is snbo'rdi- 
nate to: the ' 'General Manager on the 
Managing Birector. In such a case, 
I' think you cut across all ideas and con- 
cepts of unity of command, if you allow 
the Financial Adviser to insist that his 
views -must necessarily be placed before 
the Board.” 

Still 'another member asked : ‘‘Is 
ho an adviser to the Managing Director 
or to the Board of Directors ? If organiza- 
tionally h© is under the Managing Director, 
then it is the decision of the Managing 
Director that counts and you wDuld 
be cutting across all principles of ad- 
ministration if you allow him (the 
Financial Adviser) entry into the Board. 

The Chairman asked the member 
specifically whether for this purpose 
should the Financial Adviser be subject 
to the Managing Director’s over-ruling 
and the member replied “If you allow 
the Financial Adviser to present his 
differences of opinion with the Managing 
Director to the Board then the accounta- 
bility of the Managing Director is reduced 
and in fact you would have two Managing 
Directors. The Financial Adviser would 
assume the role of giving sanctions to the 
Managing Director.” Another member 
added “There will be two bosses in the 
firm.” 

Strongly supporting this a third mem- 
ber made the following remarks: “Either 
.you appoint a Managing Director in 
whom you have confidence, or do not 
appoint anybody. If you appoint a 
man with admiiristrative ability in wkcm 
you have confidence, then quite obviously 
he is the person and he will of his own 
accord say, well this is such and such.What 
is this for the Managing Director when 
you say “When you disagree from so and 
BO, then you must com© and tell us.” 
Is this the way to run any thing ?” 

In spite of this strong opinion, as 
a whole, the members felt that while 


the" Financial 'Adviser should, 'iidt have 
the right to take the matter, to. 'the Board, 
there should be. a second . point of reference. 
One , of them said: “I would /expect a 
rule to be there which will; ensure that 
ill' any .matter of major . ' importance, 
let ..us say schemes involving two . lakhs 
or three" lakhs, and on which there has 
been a difference of opinion will be brought 
to the Board.' The Board should insist 
by a permanent standing order that, in' 
certain classes of matters if the Financial 
Adviser’s advice is contrary to what 
the Managing Director proposes, , ' ' the 
fact should be brought to the Board’s 
notice.” 

This was agreeable to one more 
participant. “The ideal solution is that 
the Board should insist that in proposals 
with financial bearing, the Managing 
Director should mention that the Finan- 
cial Adviser has been consulted but he 
has not agreed. In that case, if the Board 
so desired, may call for further explana- 
tion or even send for the Financial Ad- 
viser. But the Financial Adviser as 
such should not be given the right to 
go to the Board over the head of the 
Managing Director. I know situations 
where this has happened and the Financial 
Advisers are developing a tendency to 
arrogate to themselves almost equal 
rights ■with the Managing Director with- 
out corresponding responsibility. I say 
responsibility because if a proposal does 
not come through and the work is not 
executed the man to be blamed is 
really the Managing Director and not 
the Financial Adviser, but the Financial 
Adviser wants to have the right of vote 
and at the same time not to answer to 
the Board.” 

“That would meet the point to a 
large extent” said another participant, 
“What is really intended is that the 
Board should be able to know why it is 
that the Managing Director was not able 
to accept the advice of the Financial 
Adviser. It does not in any way diminish 
the responsibility and the rights of the 
Managing Director. There is no authority 
which is broken at all by bringing this 
point of issue to the Board and therefore, 
I would agree that the Board should 
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normally: say tliat whore there is a 

difference between the Managing Director 
and the Knanciai Adviser the former 
will be completely within his rights to 
take a decision but these matters must 
be brought to the notice of the Board.’’ 

This was the burden of the argument 
of one more who said that the hipest 
authority wherever placed in any orga- 
nisation must at least have an oppor- 
tunity to know. The main things on 
which the Managing Director differed 
from the Financial Adviser, should be 
brought to the notice of the Board. 

It was demanded by another member 
that in no case should the Financial 
Adviser have anything to do with the 
Government directly. 

One member: * ‘It would not in any 


case go beyond the Board. The Board 
should have a chance to know and that 
is all.’’ 

Another member “It is laughable 
to ask' the Financial Adviser to' send 
quarterly or half-yearly reports.” 

“There should be no line of communi- 
cation between the' Financial Adviser 
and the Finance Ministry except through 
the Managing Director,” commented 
one more member. 

A member tried to sum up by saying 
“The bx’oad principle of the fact is, firstly, 
there should be a second point of reference 
where there is a disagreement and secondly 
there should be a compulsion to report 
the disagreement to the Board on each 
occasion.” 



CHAPTER VI 


Terms of Employment in State Enterprises 
The Statement of the Problem 


For the successful, working of State 
enterprises it is necessary that qualified 
persons' are employed- in them.- But 
the availability of qualified persons de- 
pends upon- the' terms .the enterprises 
are prepared to offer. At present there 
is no uniformity in the terms offered 
by ” different enterprises. It has also 
been found that because of this disparity 
in the terms offered people often leave 
one enterprise to Join another for better 
prospects. This works to the disadvantage 
of the enterprise which gave them the 
training. 

Another point to be considered is the 
competition from the private sector 
where the terms offered are far more 
lucrative. To counteract this competition 
it has been suggested by some that 
Government should fix a ceiling on salaries 
paid in the private sector. 

The points for discussion include : 

(i) Should there be a certain degree 
of uniformity in the terms and 
conditions of service for employ- 
ment in public enterprises^ if 
so to what extent ? 

(ii) What relation should there be 
between and terms offered bet- 
ween the public and private 
sectors? 

At the very outset, a member ques- 
tioned the basic statement made in 
the Working Paper. He said that it was 
his own experience that personnel from 
the private sector were being taken away 
by the public enterprises. Explaining 
his experience he said: We received 

a circular from the Government saying 
that their departments and State enter- 
prises are being raided upon by the 
private enterprises and many technicians 
are deserting Government offices. We 
made certain enquiries and w'e received 
same complaints from private enter- 
prises saying— and they gave the names 
and types of officers — ^that the people 


were - going over to Government Jobs, 
and the statement was thus / quite 
contrary.’^ 

Another member observed: ^Ht is 
not merely a matter of total emolimients. 
People also compare the other conditions 
of service. How far is he likely to be 
recognised on his own merit ? He does 
not only consider the point of money 
that he is going to get immediately. No- 
body makes a decision on that basis. 
There are many factors: is there a place 
where I can educate my children and 
so on. Here, it is wrong to think that 
decisions are made on the simple matter of 
emoluments. One of the most important 
factors is w-hether merit would be recog- 
nised; whether promotions would come 
by, whether it would go to his proved 
advantage. “Now, what I have heard 
from some of my colleagues who have 
come over from public enterprises is this: 
“Unless you have a brother or somebody 
or other in Delhi, you never go up.'’ So, 
what I think the public enterprises has 
to do to retain its men is not so much to 
compete in regard to emoluments as to 
see that fairness is done -within the 
organisation without reference to our 
^^mabaps in Delhi.” 

Fully endorsing this stand another 
one said: “The basic assumption that we 
take aw’ay people from i)ubiic enterprises, 
I think, cannot be {supported, because 
it is not a question of money. It is a 
question of totality of considerations, 
and I can say this (quite apart from the 
practice), theoretically I would say in 
our country increasingly a man would 
choose a public career, because in the 
present state of developments which are 
anticipated, there is going to be a shortage 
of everything, and in a country w^here 
there is likely to be growing shortage 
there shall be no competition. And if a 
man, if ha wants to get any goods, elec- 
tric power, a telephone connection or 
medical facilities and so on, believe me, 



:40 


STAtB ENTEBPEISES IN INDIA 


no private person can really get on well. 
In fact^ I wonM say on the basis of com- 
parison that unless a person gets twice 
the salary which he could get in Govern- 
ment service, he would find himself 
in a very difficult situation in a private 
enterprise. I think anybody living in 
Delhi knows that. If a fellow fails ill, 
he has to mortgage his , 'whole year’s 
salary in order to pay his medical ex- 
penses. Now, a private organisation does 
not give half the facilities which a pubhc 
organisation gives. I am not referring 
to the facilities, which the private orga- 
nisations now give themselves. I am 
talking of the public amenities which 
should be provided for all citizens. Now- 
they are providing only for people in 
the public sector and that is why 1 am 
saying that the approach of this question 
is itself quite interesting. I think the 
real point that has to be decided is this: 
in any economy like the Government’s 
planned economy, where there is a 
private sector, how to avoid unnecessary 
drawing away of personnel from one 
into another ? Put it this way and not 
simply say that these drawings are made 
by the private sector at the expense 
of the jmblic sector.” 

Still another member said that it "was 
not a question of competition. In the 
initial stages, it might be that a young 
man prefers a job in a private concern 
because of the immediate larger emolu- 
ments. Even this was disputed by two 
members who felt that even at that stage 
now’-’-a-days private industry goi) only 
w'hat w^as left over from the I.A.S. Never- 
theless, the member thought that in 
the beginning a j^oung man would prefer 
appointment in a private concern. How- 
ever, this W'as not so later on. “When 
you come to the higher levels of experien- 
ced managerial personnel, there it is 
really a question of total shortage. We 
are expanding so much and creating a 
demrand for experienced people, and to 
meet the demand there are very few 
who can be attracted away from the 
private sector except at the stage when 
they come up to the number one or two 
or three places wdiere they are being 
baulked of promotion because of family 
and other considerations, where they have 


a certain command of savings to fall 
back upon and, they '■ are prepared even 
to . wo,rk on a smaller salary in the, public 
•sector, because they expect , to get there 
the opportunity ' for development, a sort 
of authority and promotion and recogni- 
tion., So you have a pattern of less or 
more attractiveness ■ at , different 'levels.” 

On the other hand, it was pointed 
out by another member that “manage- 
rial 'persons in private concerns can do 
very well by way of bonuses earned on 
profits . and by -^^^^ay of all sorts of extra 
facilities which Government persoimel 
do not get, and at that level people might 
be tempted to retire early <»and go to 
private enterprise, and so on, and perhaps 
at that level it might be found worth- 
while as long as you have a large private 
sector to provide some equivalent faci- 
lities in the public sector.” 

One member also pointed out that 
the problem w^as connected with the 
building up of a second level of defence 
in organisation. At present it was not 
done and so there was constant shortage 
of people. So, if there w^as a proper method 
of selection and training with reasonable 
promotion facilities, the qaestion would 
become much more easy to be tackled. 

Disagreeing with all the above views 
a member declared: “If equal pay for 
equal work is what we all desire, I 
would suggest that the Companies Act 
should be amended and all the Jobs in 
the private sector should be categorised 
and scales of wages should be fixed. 
Oi^mership may for the time being remain 
private. You consider it, and then much 
of the patronage vili go. I will tail you 
precisely, what I mean, even at the cost 
of being misunderstood. In the private 
sector, when the manager is of a parti- 
cular province or a particular community, 
from top to bottom, you just consider 
what sort of people there will be. If 
millowiier is from Community X, the 
wholesaler the same thing, the retailer 
same thing and so on. Is it consistent 
with the national outlook ? Instead of 
nationalising straightaway, why not 
begin with nationalising the management 
and just as in the sphere of law, you 
prescribe the scale of fee and nobody 
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can charge more. One , can charge less; 
Similarly you say: all right, the Managing 
Director , is . 0 X 16 . . category whether in 
the public' sector or in the, private sector, 
of a type of factory, in terms of production, 
or number of employees, and then you 
will find that there will be fair relativity 
of ' wages .. in : governinent employment 
and under' private ' enterprise. . Today 
you ;., take a Eailway^ gangman; he .gets 


a' minimum of Rs. 70 and just by the 
side, a primary schooD teacher, in; the 
village gets .Es. 35 pins Rs. lO'.and .this 
man- is' obviously more qualified. , Ts 
this any faixmess. ? Is there any relativity 
between the earnings of both ? So, .'if 
you follo'w some such thing, categorise 
the jobs, prescribe the scales, .and 'well, 
if you like, you can nationalise 'manage- 
ment without nationalising the ownership.’’ 



CHAPTER VII 

Workers’ Participation in the Management of 
State Enterprises 
The Statement of the Problem 


This is another topic which^ of late, 
has received much attention. The ques- 
tion has to be examined not merely from 
the angle of efficiency but more from 
the angle of the ultimate objective of 
society. In India the objective is the 
establishment of a socialist pattern which 
in its Indian interpretation involves 
worker’s participation. The concept 
has been applied in different ways in 
different countries. In some it has been 
used only as a means of consultation, 
in some others its application has been 
restricted to welfare matters, and yet 
in some others to management from the 
top to bottom. 

The points to be considered include: 

{i) What is the scope of workers’ 
participation ? 

{ii) The machinery for putting it 
into effect. 

{Hi) Its implementation in India. 

Elaborating the points raised in the 
Working Paper further, the Ohaiiman 
said: '‘We should see these questions 
as set out in our present circumstances. 
As a little background in State enter- 
prises, I may say that we have been 
told that it is now a definite article 
of State policy that worker’s participa- 
tion shall be introduced and shall be 
made to operate. On the other hand and 
at the same time, when the proposition 
has been put to managements, at one 
extreme has been a Managing Director 
of quite a large concern who said, /‘Cer- 
tainly it is a very good idea, but wiii you 
please find some other Managing Direc- 
tor first?” It is something which we 
are committed to. It is a very typical 
problem, and from the angle of State 
enterprises, I am not sure that we know 
how to set about it.” 

The discussion mainly centred on two 
aspects of the question viz., the method 
of participation and the extent of func- 


tions to he exercised by such joint machi- 
nery. One member made the following 
suggestion: ‘T, would like to suggest 

that the interests represented on the 
Board should not be the employees of 
that concern specifically. It should be 
ruled out. I believe in workers’ associa- 
tion with management in an advisory 
basis. I think it would be a mistake 
from that point of view to mix up issues 
and to put or try to put an employees’ 
representative on the Board of Manage- 
ment or Directors. But what I am think- 
ing of is someone with the broad experience 
of the labour movement and broadly 
a trade union or true labour point of 
view. In other words, I would look 
outside that particular industry for an 
experienced and mature exponent of 
an enlightened approach to labour and 
to trade unions and will put him in as 
representing the labour interest without 
representing the employees of that parti- 
cular concern.” 

This was agreeable to another member 
w;ho had some experience in actual 
labour association with management. “I 
thing in today’s context it is very neces- 
sary that labour should be represented. 
I would agree that it is preferable not 
to have an interested labour from the 
company itself, but from elsewhere.” 

Supporting this viewpoint it was 
pointed out by one that for maintenance 
of discipline, outside representation would 
be better. ‘Tt appears to me that if under 
the Board of Directors, you have a 
General Manager or a Managing Director, 
I am afraid, it creates difficulties to 
command discipline which will be seriousty 
undermined if one of his employees is 
elevated, by election or nomination, to 
a superior place. What w-e really want 
is the labour point of view on the Board. 
And if you can get a person with suffi- 
cient detachment and having a sufficient 
understanding of the labour point of view. 
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by .all means get . Mm. , But io .elevate 
one person from below above, the General 
Manager and put Mm on , the Board, while 
he remains. , a,.,, worker .is to, undermine' 
diseip,liiie.'” 

^ 'I agree with this view*’ observed 
another ,member ^‘It is not in the interest 
of workers: , employed, in that Company 
to be, ' associated with the management 
decisions for, various reasons. I do not 
know' if it is possible , to have a man 
generally famiiiarj in a general way with 
the labour movement. I think it is 
possible to find people even in this country. 
It is certainly possible to find in other 
countries* If you can get a manlike 
thaty choose him on purely individual 
basisj but not as elected representative. 
It would be a mistake to do so.” He also 
quoted from the book ‘‘Overhead Costs” 
by W. Arthur Lewis to prove that workers’ 
participation must begin not at the 
centre but at the priphery. 

There w-as the opposite view expressed 
also> i.e, the labour representatives should 
be from the firm itself. One member 
said: “I think we are placing too much 
burden on a few top leaders of the labour 
movement. We find that everywheros 
in almost ail the Government coneernSj 
only two or three of them are there. 
So I would suggest that let the workers 
of that undertaking choose a representa- 
tive. I think that would be a much 
more practical solution,” 

Another member thought that 
labourers from the enterprise could be 
put on the Board of Management and not 
on the Board of Directors because the 
firm had to deal with the day-to-day 
working of the enterprise. 

Another view put forw’'ard w'as the 
following: — 

‘Tf you take somebody who has been 
w^orking in the labour fields there are tw’^o 
or three competing trade union organisa- 
tions. You take in one from one of these, 
generally from an organisation wdiich 
the party in power favours. That imme- 
diately brings in the problem of his 
trying to influence the choice of the 
union if there are competing unions in 
the concern, which union should be 


recognised, etc. Immediately tho Director 
representing labour would ■ have ' ' a ,■ say, 
in it and his particular organisation' is 
bound to be favoured. So, if at all 
people are to be brought in, the proper 
procedure would be that they 'should, 
not, continue in the particular organisa- 
tion. Then we can have representatives 
of labour generally and not of a parti- 
cular organisation. I may point out that 
in the Posts and , Telegraph workshop, 
a employee is represented on the Board 
of Management. I had a talk with this 
representative, and he at least said that 
there w^as no difficulty about his being 
able to function, although he was a 
member of the ITnion, but was not a 
representative of the Union, so that he 
helped the management by pointing 
out what labour reaction to a particular 
proposal would be.” 

Another member observed that it 
was not necessary to have a trade unionist. 
Sometimes a trade unionist on labour- 
management participation Boards are 
rejected by their owm members. It 
would be sufficient if the person on the 
Committee would be one who could have 
a ‘point of view’ that takes into consid- 
eration the workers well-being. 

One member took the following line. 
He said if we were to follow that British 
practice there would be no workers’ 
representative. On the other hand, if we 
•were to follow the German pattern then 
the Board would have fifty percent labour 
representation. The whole thing de- 
pended upon the maturity of the union 
movement in the country. Therefore, 
the best method w'"ouid be to try and 
experiment with more than one method. 
‘‘We might appoint in some places per- 
sons with labour background, in some 
places as managers, in some places by 
election and still in some places by 
nomination. Only in the light of ex- 
perience w^e will know which particular 
method would be suited to India. But 
I would very much like that both in the 
public sector and the private sector 
there should be considerable experi- 
mentation.” 

TMs view seemed to find large measure 
of agreement among the members. 
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At" ;tMs' ■ stage ; :a' "member suggested 
tbat it. was alsO' necessary to consider 
ill , what, Eiattors .labour shoo. Id be asso- 
ciated. He said that some beginning 
should' be .m.ada .in associating laboar 
with . discipline matters. .Where, disciphne 
had . to 'be exorcised^ some participation 
o.r,, "delegation of responsibility . to, ''the 
workers ^should be definitely tried out. 
He:. had,' no doubt .that ..in 'W'elfare 'matter 
they should have a large share of res- 
ponsibility. 

A member asked: ‘'Suppose some 
worker, does something., wrong or -mis- 
behawes, do you suggest that this com- 
plaint should be investigated by a joint 
board consisting of representatives of 
management and of labour ?” 

The reply was 'T would go in some 
cases even further. If you have the 
atmosphere, it will be entirely a labour 
board. That should be one of the items 
in regard to which you may try. How- 
ever, I Will follow up by saying that 
where the experiment in regard to dis- 
cipline is proposed to be tried to the 
maximum possible extent, their participa- 
tion and responsibility in the beneficial 
aspects of management should already 
have been estabhshed.’’ 

In this connection a member asked 
whether in welfare matters, should there 
be mere consultation only or should the 
welfare fund be collected and placed 
at the disposal of the workers ? For 
instance a hospital, ghoukl it be run 
hundred percent by the workers or should 
the management also be associated 
with it ? 

At this a member expressed the 
follovdng opinion: “In these matters 
they are not experts. Bat their guidance 
and advice is necessary so that they 
should feel that they have something 
to do vdth it. It may be a little more 
than consultation. Consultation will be^, 
of course, there, but there will be some 
sort of a standing committee or managing 
committee to look after the various 
aspects of welfare. On those standing 
committees their representatives must 
be there. They must be charged with 
the responsibility of taking decisions, 


even in the limited spheres,' so tha»t it 
must not ,be .the. employer alone ■ to be, 
blamed. The .management ." can say,„ 
well ■ this is a collective decision. 

Another member, went a little further. 
He said. Works .Committees should 
go into these matters. The matters to 
be dealt with by these committees should 
include 'fixation- of shifts, ' method of 
payment of wages, settlement of grievances 
relating to terms and conditions '■ of em- 
ployment, ' ' suggestion for' improvement 
in methods of work, etc.” 

Still ' ' another member thought . that 
workers should be given some voice 
in all aspects of management. However, 
a great deal of experimentation was 
needed even in the formation of these 
committees. 

Two more members lent theii* support 
to this. One of them said: “If we develop 
the machinery for consultation and then 
proceed to consider the machinery for 
making joint decision we can make pro- 
gress. In the works committees the general 
rule is to have equality of representation 
of management and labour. Bepresenta- 
tives of management and labour may 
take the chair by rotation. In some 
factories it is invariably the representaJtive 
of the management who takes the chair. 
In many factories that I know of to a 
large extent there is freedom of voting 
and if eventually a substantial majority 
decided that a certain thing is desirable 
with regard to how, let us say, the 
canteen should be run or w^hat price 
should be charged for a cup of tea, it 
is not very easy for management to 
disagree with that. I think it is possible 
to go on -working like that even in regard 
to questions of safety. And if there is 
Avillingness, you ^viii find there are maii}^ 
spheres in which it is possible and useful 
to associate labour with management. 
It is a question of going from consulta- 
tion to decision making according to 
the progress made.” 

Supporting this viewpoint one mem- 
ber made the following observation. 
“I think the general approach should 
he to start from -welfare and progress 
as much as possible. Starting from welfare. 
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|oint-consttItat,ioii can go, into, operational 
improvemeiits and , so fortli.” 

. ,However> .some members asked, for 
cantion in implementing a scheme of 
worker , ■ participation. ■ ' One of , them 
obserYed ‘‘In one of the cases I have 
observed that' these experiments have 
been' , somewhat ■, vitiated by the fact 
that Union leaders have somewhat mis- 
used the powers given to them. They 
get things done for their friends and 
favourites. Now the question is asked 
why the works committees fail. Unless 
we , can 'get answer to that question, 
this experiment is also in danger 
of failing. Sometimes management 
are averse to giving a voice to workers. 
There ^re other cases where the labour is 
equally responsible for rendering 
ineffective the functioning of works 
committees. There is certainly a fear 
of Jealousy of the works committees on 
the part of trade Union functionaries, par- 
tioulariy outsiders. The Trade Unions Act 
unfortunately allows outsiders to be func- 
tionaries on the executive committees 
of the trade unions. But on the works 
committees, the outsider has no place. 
The outsider, who is a functionary on the 
Trade Union executive committee looks 
upon the works committee as a danger to 
him because if the works committee and 
the management get on extremely well, he 
is out of business. So his job is to 
see that the works committees do not 
function. Now, this is a natural 
fear and -we must meet it. The way 
to meet it is to say that the works com- 
mittees and workers’ participation are 
and should bo distinct from the purposes 
of collective bargainmg, where the works 
committees have gone wrong is that 
their functions spill over into what 
is the legitimate domain of trade unions. 
It is possible to draw a line between the 
functioning of the works committees — 
Joint consultation or worker’s partici- 
pation on the one hand — -and union 
management relation on the other. 

The point I come to, therefore, is this. 
Many State enterprises are accept- 
ing the idea of trade unions nominating 
workers on the joint councils. I think 
that is wrong and this experiment 
will fail unless this practice is rectified. 


Trade union nominees have no' place on 
joint councils. First of ' al, most' trade 
unionS'' are not 'representative in' our 
country. To give them ' a monopoly of 
representation on the Joint council' is 
to disfranchise ' a number of workers., 

, The -'principle of election by departments , 
or categories is the only one on; which' 
Joint councils should b©' constituted. 
Thereby you create a domestic forum, of 
the concern and- its' employees. ' This can 
function provided you do not encroach 
upon the sphere of -trade union — -njana,ge- 
ment negotiations and collective bargain- 
ing. I would stress those two points : 
a clear line of demarcation of functions ; 
and secondly election by workers depart- 
ment-wise or category-wise and no nomi- 
nation by trade unions.” 

Opposing the suggestion for election 
by each department another member 
observed “I am not sure whether a 
direct election is desirable. We have to 
have the Unions in this with us. If we 
seek on the shop floor to have direct 
elections, even under the joint manage- 
ment of the Unions and the manage- 
ment and a number of people who are 
not Union members or perhaps are 
even averse to this particular Union, 
are elected these shop floor committees, 
we shall at once lose favour mth the 
Union. I think the advantage of having 
even a minority Union wliich is recognised 
with us in the job are far more than and 
must outweigh the theoretical advantages 
of election at shop floors at various 
levels. Let us get this working. If we 
have a large number of shop committees, 
then ipso facto more and more representa- 
tives will get elected and Union nomina- 
tions will decrease. The Unions will not 
have so many competent people whom 
they can nominate in ail shop floor com- 
mittees. Then they will be forced to nomi- 
nate more and more people who are not 
members and increase participation. Even 
a minority Union at this stage, if it is a 
recognised Union, will, I feel be more 
advantageous.” 

Emphasising the importance of develop- 
ing proper, traditions in this regard one 
member said; “Unless you have a tradi- 
tion of participation, say between the 
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Managing Director in., relation 'to^ .hk 
ciepartmental heads, and of departmental 
•heads in relation to their supervisors, 
one cannot go to the last stage and have 
workers participation. This would mean 
participation between the top and 
the bottom with the intermediary 
leTels left out of participation 
and this cannot work . I, therefore, 
think that unless you have a tradition 
of participation and consultation in the 
whole organisation, this kind of things 
will not work and one reason why Joint 
committees do not work is because of 
this tradition not being a part of indus- 
trial atmosphere.’’ 

Endorsing this one member remarked: 
'Tn management, there is not one level; 
there are many levels. And unless those 
levels come to participate in manage- 
ment it would not create conditions for 
the success of w^orkers’ participation. 
In considering the participation of workers 
in management, the first condition is the 
participation of management in manage- 
ment. Proceeding from that, when we 
talk about workers’ participation in 
management we have to decide at what 
level of management and in 'what sub- 
jects do we want such participation. 
Unless we are more clear about those 
things, we will have an experiment which 
has no fixity behind it and it is bound 
to fail. If you want workers’ participation 
in top management, then the, elective 
principle is dangerous. But if you want 
workers’ participation in management 
at the lower levels in regard to subjects 
that immediately affect their own working 
conditions, then the only way in which 
it can work is the elective principle, more 
so because of the jealousy of the trade 
unions within the organisation. If you 
follow the elective principle and at the 
same time have recognised Trade Unions, 
you have to come to agreement with 
the Union as to the division of subjects 
between the Unions and the internal 
elected body. The normal division is 
that the Union concerns itself with the 
major questions of wages etc. while 
the internal body concerns itself with 
the other problems in a factory such as 
ventilation, safety, welfare, productivity, 
etc. 


■ The speaker' was put this question 
by the Chairman: ^Tii . a coal-mine, . at 
present, the safety of the. mine .and the 
workers ■ therein is in the hands of the 
management who are responsible along 
two lines — the statutory iine and the 
line of authority on which they are 
working. Is; it a' part of your suggestion 
that for safety measures in the mines, 
the workers in the mines should actively 
participate in the decision taken to 
design these methods, because that 
would influence productivity and there- 
fore the whole commercial working of 
the mine ? If so, it is coming a long way 
from the limited consultative association 
for welfare.” 

The previous speaker replied:* '‘Yes 
I think so.” The need to give the workers 
sufficient information was also stressed 
by members. One of them said: “One 
defect in management, we must admit, 
is unwillingness to jjart with information. 
There wili be no consultation; let alone 
any decision-making if management is 
not prepared to part with information. 
The first step is for management to decide 
as to how much of information they will 
part with and to what levels,’ ’ The member 
said that the important thing was that 
there shouici be vdllingness to call for 
the suggestions of people below and to 
give them an opportunity to present 
their case. “Passing of information down- 
wards and a willingness to receive sugges- 
tions upwards and to discuss these things 
are necessary, because, after ail, manage- 
ment means policy-making and policy- 
making is not done in a vacuum. So 
far, managers have ‘been apt to tliinkthat 
they know everything and that they do 
not have to look outside for information 
and ideas. Workers’ participation in 
management, to my mind, means that 
this claim of management to monopoly of 
wisdom is abandoned and it is admitted 
that all human beings having a fair amount 
of experience, may have something im- 
portant to contribute and that manage- 
ment is prepared to give labour relevant 
information and receive back from them 
their suggestions. Further certain amount 
of mobility from bottom to the top is 
one of the pre-requisites for the success 
of an enterprise. If the society stratified. 
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divided into rigid .categories, and if a 
worker cannot go, from one into the 
otlier, yon have biiilt-in tensions which 
can never be overcome . But' if yon can 
make the organisation flexible' and take 
'steps to promote, to allow progress 
of every one up to a certain stage, of 
deserving workers to the lower levels 
of management, then you can get a healthy 
environment which will help in bringing 
about the integration of management 
and labour into a community with a 
common ob j ecti ve , ’ ’ 

Another point mentioned was the 
need to avoid too much centralised parti- 
cipation. When it was highly centralised 
it did not appeal to the workers because 
the ordinary worker did not feel that 
he was being consulted. 

One member pointed out that workers’ 
participation would not be quite success- 
ful if there was not quick decision making. 
He quoted from a report made on the 
subject ill the United Elingdom. He 
read out the following extract from the 
report ‘‘At the same time, consultation 
presented the Unions with new tasks. 
It failed to give the workers in most 
nationalised industries that sense of 
participation in the general affairs of the 
enterprise which was aimed at. The 
main difficulties have been found to 
exist in prolonged delays in the solution 
of problems discussed. A tendency 
exists on the part of workers’ representa-^ 
tives, especially at low levels, to limit 
consultation to matters of welfare and 


safety, while the .employers’, point .of 
view is overlooked . or ignored, ' There 
are undue delays, mainly as a result of 
high degree of centralisation in the 
administration of the industries. 

* ‘Workers’ ' participation is likely to 
be most meaningful , on the lowest levels, 
close to every day life of the workers. 
But when few or no actual decisions can 
follow from consultation, because those 
involved lack authority, a sense of futi- 
lity and frustration becomes unavoidable. 
Tendency to centralise collective bargain- 
ing and to obtain uniform treatment 
from all employees runs counter to the 
requirements of effective labour parti- 
cipation in management. In practice, 
the subject matter of consultation tends 
to be limited, most directly related to 
workers’ immediate interests with little 
emphasis on questions of efficiency. 
Finally, there is obvious reluctance of 
managers grown up in a different atmos- 
phere to accept the idea of sitting down 
as equals with the trade union members 
of joint consultative committees and 
make adjustments in their relations. 
The counterpart of this exists on the 
Union side also. 

“It is now generalty acknowledged 
that nationalisation has not brought 
about a radical change in workers morale. 
Although the workers are now working 
for the public interest rather than private 
profit, the growth of production has 
depended on investments rather than 
on workers’ enthuvsiasm.” 
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CHAPTER V 111 
Public Corporations 
Introduction 


This Paper on Public Corporations’^ 
in India deals with the following nine 
Corporations in the sphere of the Union 
Uovernment. 

1 . Bamodar Talley Corporation (1948) 

2. Rehabilitation Pinance Adminis-* 
tration (1948) 

3. Employees’ State Insurance Cor-* 
poration (1948) 

4. Industrial Finance Corporation 
(1948) 

6. Indian Airlines Corporation (1953) 

6. Air-India International (1953) 

7. State Bank of India (1955) 

8. Life Insurance Corporation (1956) 

9. Central Warehousing Corpora- 
tion (1956). 

An analysis is made in the following 
pages of the provisions of the Acts setting 
them up in respect of their constitution, 
area boards and branches, finances, 
accounts and audit, relations mth Govern- 
ment, labour and public relations and 
annual reports. 

L CONSTITUTION 
Damedar Valley Corporation^ 

Set up undei the Bamodar Talley 
Corporation Act^ 1948, this Corporation 
has a three-member board of directors, 
of whom one is designated by the Central 
Government as the Chairman. All the 
three are appointed by the Government 
of India, after consultation with the 
two State Governments connected with 
the Corporation viz., Bihar and West 
Bengal. The terms and conditions of 
service of the Chairman and members 


are in accordance with the rules framed 
by . the Central Government under sec-’ 
tion 59 of the Act. The Act also,, specifies 
two disqualifications to membership of 
the Corporation. These are: (a) member- 
ship of Parliament or of any State 
Legislature and (b) direct or indirect 
interest in any subsisting contract made 
with, or in any work being done, for 
the Corporation except as a shareholder 
(other than a director) in an incorporated 
company, provided that where he is a 
sharehoider, he shall disclose to the 
Government the nature and extent of 
vshares held by him in such Company. 
No decision of the Board shall become 
invalid because of any defect in its consti- 
tution or any vacancy in it. 

Section 6 of the Act provides for 
the appointment of a Secretary and a 
Financial Adviser, both of whom are 
to be appointed and removed only by 
the Central Government. The former 
is the chief executive officer of the Cor- 
poration. All other officers and servants 
of the D.T.C. are appointed by the Cor- 
poration itself. With regard to pay 
and other conditions of service of the 
Secretary and Financial Adviser, they 
are regulated by the rules made by the 
Central Government. The terms and 
conditions of services of other officers 
and servants are fixed on the basis of 
the Regulations made by the Corporation 
under section 6 of the Act. The Act 
also disqualifies any person to be an 
officer or servant of the Corporation if 
he has directly or indirectly by himself 
or by his partner or agent, any share 
or interest in any contract, by or on 


Ib this paper the term Corporation is used in its strict technical sense i.e. a Corpora- 
tion established by an Act of Parliament. There are other Government enterprises which are 
also called Corporations, such as the National Coal Development Corporation (P' lytd., the State 
Trading Corporation (P/I^td. etc ; but these are not strictly Corporations as they are companiei 
registered under the Companies Act. 

♦ The Reserve Bank of India, although a Corporation governed by a similar Act csl 
Parliament, is not dealt with as the State Bank of India has been included. 
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behalf of the Corporation^ or in any 
employment under, by or on behalf 
of the Corporation. Section 56 makes 
all members, officers and other servants 
of the Corporation public servants with*^ 
in the meaning of Section 21 of the Indian 
Penal Code when acting or purporting 
to act on behalf of the Corporation, 

Rehabilitation, Finance Administration 

It was set up according to the pro- 
visions of the Rehabilitation Finance 
Administration Act, 1048. The Adminis- 
tration, with its headquarters in Delhi, 
has nine members of whom one is the 
Chairman and is called the Chief Adminis- 
trator. Of the rest, four are officials 
and the other four non-officials. They 
are appointed by the Government of 
India and the other four are non-officials 
nominated by the same Government. 
The officials hold office during the pleasure 
of the Central Govermnent, wMle the 
term of office of the non-official members 
is two years. They are, however, eligible 
for renomination. A nominated member 
may resign his membership by writing 
to the Central Government to that effect. 
A vacancy^ in the Administration of a 
nominated member is to he filled by 
nomination by the Central Government, 
but the nominated person holds office 
only during the remainder of the term 
of the member in whose place he has 
been nominated. "No action of the Ad- 
ministration shall be called in question 
merely on the ground of any defect in 
its constitution or a vacancy in it. No 
member shall have any interest, direct 
or indirect, in any business, industry 
or concern to which any assistance under 
Section 12 (loans, discounting bills etc. 
and guaranteeing losses) has been given 
or is to be given. If any member acquires 
such interest at any time during the 
continuance of such assistance, he shall 
immediately disclose it to the Adminis- 
tration and shall either resign his member- 
ship or dispose of his interest in such 
manner and within such time as he may 
be directed by it. 

The Chief Administrator is a whole- 
time servant of the Administration and 
his remuneration and other items and 


conditions are determined by the Govern-' 
ment of India. Section 10 gives the 
Administration power to appoint a 
Deputy Chief Administrator and other 
officers and servants. However, the 
manner of their appointment, fixation 
of salary and allowances and other 
conditions' of service are 'subject to 'the 
previous approval of the Central Govern- 
ment. 

Employees’ State Insurance 'Corporation 

Established in accordance with the 
Employees’ State Insurance Act, 1948, 
This Corporation consists of~ 

(a) the Central Minister of Labour, 
Chakman, ex-officio; 

(&) the Central Minister for Health, 
Vice-Chainnan, ex-officio; 

(r) not more than five persons to be 
nominated by the Central Govern- 
ment of whom at least three 
shall be officials of the Central 
Government; 

{d) one person each representing each 
of the States in which the Act 
is in force to be nominated by 
the State Government concerned . 

{e) One person to be nominated by 
the Central Government to 
represent the Central territories ; 

(^) five persons representing employers 
nominated by the Central Govern- 
ment in consultation with such 
organisations of employers as may 
he recognised for the purpose 
by the Central Government; 

(g) five persons representing employees 
to be nominated by the Central 
Government in consultation with 
such organisations of employees 
as may be recognised for the 
purpose by the Central Govern- 
ment; 

(h) two persons representing the 
medical profession to he nomi- 
nated by the Central Govern- 
ment in consultation with such 
organisation of medical practi- 
tioners as may be recognised for 
this purpose by the Central 
Government; and 
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(z) two persons to .be elected by .Par- 
. Hanient. 

The term of office of fhe, members 
except .those mentioned .in (a)^ {h)^ (c)^ 
.(d) ana (e) is four years, commencing 
from the date on wMcb their election 
or nomination is notified. However, 
even after the expiry of this • period ■ of 
four years, a member continues to hold 
office until ■ the nomination or election 
of Ms successor is notified. All others, 
except those who are ex-officio members, 
hold office during the pleasure of the 
Government nominating them. An out- 
going member is eligible for re-election 
or renomination. All orders and decisions 
of the Corporation are authenticated 
by the signature of the Chairman or 
some other members authorised by the 
Corporation in this behalf and all other 
instruments issued by the Corporation 
shall be authenticated by the signature 
of such member or officer as may be 
authorised by it. 

By Section 8 of the Act, a Standing 
Committee of the Corporation, constituted 
from among its members, is created. 
It consists of ; — 

(a) a Chairman nominated by the 
Government 

(J) three members of the Corporation 
being officials of the Central 
Government and nominated by it; 

(c) three members of the Corporation 
representing three State Govam- 
ments thereon as the Central 
Government may, by notification 
in the official Gazette, specify 
from time to time; and 

(d) six members of the Corporation 
elected as follows — • 

1. two members from among the 
members of the Corporation 
representing employers; 

2. two members of the Corporation 
representing employees; 

3. one member of the Corporation 
representing the medical pro- 
fession; and 

4. one member of the Corporation 
elected by Parliament. 

The term of office of the members of 


the Standing Committee except these 
referred in, (n) (&),■ and (c) is two years. 
And even after the exph}^ of that period 
a member continues to hold office till 
his successor is nominated or elected, as 
the case may be. When a member ceases 
to be a member of the Corporation, he 
loses, ipso facto ^ his membership of the 
Standing Committee too. Members 
referred to in (i?), (6) and [c) hold office 
during the pleasure of the Government 
of India. An outgoing member of the 
Standing Committee is eligible for re- 
election or re-nomination. A member 
may resign by giving notice to that effect 
in writing to the Central Government. 

The Act also constitutes a Medical 
Benefit Council consisting of: — 


(g) three members representing the 
medical profession, of whom one 
shall be a woman selected by the 
Central Government after consulta- 
tion with recognised organisa- 
tions of medical practitioners. 

The term of office of members except 
those referred to in (r^), (5), [c) and \d) 

is four years, others except the ex-officio 
members hold office only during the 
pleasure of the Government nominating 
them. An outgoing member of the Medi- 
cal Benefit Council is eligible for re- 
nomination. A member of the Cpunoil 


(a) the Director General of Health 
Services, Chairman, ex-officio; 

(&) a Deputy Director-General, Health 
Services, to be nominated by the 
Central Government; 

(c) the Medical Commissioner of the 
Corporation, ex-officio; 

{d) one member each representing 
each State to be nominated by 
the State Government; 

(e) three persons representing em- 
ployers, selected by the Central 
Government after consultation 
with recognised organisations of 
employers; 

{/) three persons representing em- 
ployees, selected after consulta- 
tion with recognised organisations 
of employees; and 
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may resign by giving notice to that effect 
in ' . writing. 

", According to section 12, a member of 
the Corporations the Standing Committee 
; or the Medical Benefit Council ceases' to 
be a member if he fails' to attend three 
consecutive meetings. However, subject 
to the 'ru.les made by the Cen,tral Govern- - 
ment in this behalf, the Corporation or 
the two Councils may restore him to 
membership. ■ The Act mentions certain 
disqualifications to membership of any 
of these three bodies viz : 

(а) if he is declared to be of unsound 
mind by a competent Court; 

(б) if he is an undischarged insolvent; 

(c) if he has directly or indirectly, 
by himself or by his partner 
any interest in a subsisting con- 
tract with, or any work being 
done for the Corporation as a 
medical practitioner or as a 
shareholder (not a director) of 
a Company; and 

(d) conviction for an offence in- 
volving moral turpitude. 

Casual vacancies in the Corporation 
or the two Councils a-re to be Med by 
nomination or election as the case may 
be, such new persons holding office only 
during the remainder of the term of the 
members whose place they have taken. 
Members of the three bodies receive 
such fees and allowance as may from 
time to time be prescribed. 

The principal officers of the Corpora- 
tion, all of whom are appointed by the 
Central Government in consultation with 
the Corporation are (1) a Director-General 
of Employees’ State Insurance (2) an 
Insurance Commissioner (3) a Medical 
Commissioner (4) a Chief Accounts Officer 
and (5) an Actuary. The Director-General 
is the chief executive officer of the Corpora- 
tion. All of them are full-time officers 
and are prohibited by the Act from 
undertaking any work unconnected with 
their office without the sanction of the 
Central Government. Their term of 
office is not to exceed five years, as may 
be specified in the appointment order, 
but they are eligible for re-appointment. 


Their salaries and allowances are- also 
prescribed by. the Government. Ail the 
disqualifications mentioned ' in. the .Act 
in relation to members of the Corporation 
and the Council are, applicable to these - 
principal officers also. . The Corporation 
has poiver to create, new posts, but the 
Central Government’s permission Is re- 
quired in the case- of posts carrying salaries 
over Rs. 500/- a month. Consultation 
with the Union Public Service Commission 
is also necessary in ' such cases; but 
consultation is not required if the appoint- 
ment is for a temporary period not ex- 
ceeding three months. The Corporation 
is to make, with the approval of the 
Government of India, Regulations re- 
garding methods of recruitment, pay 
and allowances, discipline, superannuation 
benefits and other conditions of service 
of the members of the staff. By section 
45, the Central Government is empowered 
to make rules for the Corporation. No 
act of the Corporation or of the Councils 
are invalid by reason of any defect in 
their constitution or appointment of 
their members, etc. All officers and servants 
of the Corporation are public servants 
within the meaning of Section 21 of the 
Indian Penal Code. 

Industrial Finance Corporation 

The Corporation was set up according 
to the provisions of the Industrial Finance 
Corporation Act, 1948. Section 6 of the 
Act establishes a Board of Directors for 
the Corporation consisting of the follow- 
ing members:— 

(a) a Chairman to be appointed by 
the Central Government after 
coiisiiltation with the Board; 

(Z>) four directors nominated by the 
Central Government; 

(c) two directors nominated by the 
Central Board of the Reserve 
Bank; 

(d) tw^o directors elected in the pres- 
cribed manner by the Scheduled 
Banks who are shareholders 

• of the Corporation; 

(e) two directors elected in the 
prescribed manner by the share- 
holders of the Corporation other 
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than th© CoiitraL GoTernmeBt,- 
the Reserve Bank,, and ' the 
. Scheduled . Banks and' Go-opera- 
tive Banks; 

(/) two shareholders elected . in the 
prescribed manner by the Co- 
operative Banks who are shai‘e- 
holders of . the Corporation. ■ 

The Chainnaii -receives such salary and ■ 
allowances as are determined ' by ' the 
Board with- the approval of the Central 
Government. He holds office for three 
years or until his successor is appointed. 
He is eligible for reappointment. . A 
nominated director holds office during 
the pleasure of the authority nominating 
Mm and an elected director for four years. 
An elected director is required to con- 
tinue in bis office till his successor has 
been elected. Eiirtherj an elected director 
is not eligible for re-election for more 
than two full consecutive terms. A 
casual vacancy in the office of an elected 
director is to be filled by election and the 
new director will hold office for the un- 
expi'red portion of the term of his pre- 
decessor. But no such election is requii-ed 
if the unexpired term is only three months 
or less. Except the Chairman and those 
wdio are also servants of the Corporation, 
directors are paid such fees as are pre- 
scribed for attendmg meetings of the 
Board. No action or proceedings of the 
Board are to be called in question merely 
because of the existence of some defect in 
its constitution or vacancy in it. If the 
Chairman is unable to carry out his duties 
due to reasons not involving the vacation 
of his office, the Central Government, 
after consultation with the Board, is to 
appoint another person in his place for 
the period of his absence. 

The Act prescribes certain disquali- 
fications for a director. They are: — ^ 

1. if he is a salaried official of the 
Corporation (except in the case 
of the Chairman); 

2. if, at any time, h© has been 
declared an insolvent or has sus- 
pended payment of his debts, 
or has compounded with his 
creditors; 


. 3., if he is, a lunatic: or,’ of... uiisomici 
mind; and 

4. if he has been convicted of aBy 
ofience involving moral turpitude. 

. The Corporation ■ is,, given .po'wer to 
appoint a 'General Manager .■ and , such 
other officers -and servants as It considers' 
necessary. 

Section ,14 of the Act creates a Cen- 
tral Committee^ consisting of a Chairman,, 
two directors elected by the nominated 
directors, and tW’O others elected by the 
elected directors. A director elected 
to the Central ' Committee holds- both 
offices concurrently and when he ceases 
to be a member of the board ceases to 
be a member of the Committee too. The 
Chairman of the Board is also the Chair- 
man of the Central Committee. 

Air Corporations 

The Air Corporations Act, 1053, 
established tw'o separate Corporations, 
viz., the Indian Airlines Corporations 
and the Air-India International. Each 
Corporation consists of not less than 
five members, but not more than nine 
and all are appointed by the Central 
Government. One of the members is 
appointed as the Chairman by the Central 
Government. It is also provided in the 
Act that the same person may be the 
Chairman of both Corporations or the 
Chairman of one and a member of the 
other. Further, the same persons may 
be appointed as members of both Cor- 
porations. Any financial interest or 
any other interest which prejudicially 
affects the exercise by him of his func- 
tions as a member is a disqualification 
to membership. The Central Govern- 
ment may ask a person to be appointed 
as a member to furnish it wuth information 
necessary on these matters. Such infor- 
mation may be called for from members 
from time to time. If any member is 
directly or indirectly interested in a 
contract made or proposed to be made 
by the Corporation or its associate, he 
is to disclose the nature of his interest 
at a meeting of the Corporation and the 
member is barred from participating 
in any deliberations or decisions per- 
taining to that contract. During the 
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.aBsemce .of tE© ChairmaE of either Cor- 
poratioBj, the. Central Govermnent may 
appoint another person to that post and 
. he , need not he a niember of the Cor- 
poration, 

.The Chaiiinan and memhers hold 
oMc© for the period specified in .their 
appointment" order., .Each Corporation 
is to ' pay to its members such remmier- 
ation for their, office as 'may -be deter- 
mined by it subject , to the previous 
approval of ' the Central Government. 
The Chairmen may be paid such addi- 
tional sums as may be determined after 
getting the approval of the Central 
Government. The existence of a vacancy 
or any defect in the constitution of the 
Corporation will not invalidate any of 
their acts or proceedings. Each Cor- 
poration may appoint a General Manager 
and such other officers and servants 
as it considers necessary. The appoint- 
ment of the General ]\Ianager and such 
other officers as are specified in the rules 
require the sanction of the Central Govern- 
ment. Neither the General Manager 
nor any other employee of either of the 
Corporations as may be specified in this 
behalf by the Central Government shall, 
during his period of office, be employed 
directly or indirectly in any air-transport 
undertaking which is not one of either 
of the Corporations or have any interest 
in any such undertaking which is interest- 
ed in any contract with either of the 
Corporations. 

State Bank of India 

This Banlv was established in accor- 
dance with the State Bank of India Act^ 
1955. The management of the Bank 
is entrusted to a Central Board of Direc- 
tors, which consists of the following 
members : 

(a) a Chairman and Yice-Ghairman 
appointed by the Government 
of India after considering the 
recommendations of the Central 
Board; 

(5) not more than two Managing 
Directors appointed by the Central 
Board after getting the approval 
of the Central Government;, 

(c) six directors elected by the share- 


holders, other than the Eeserve 
Bank whose names are entered 
in the, v.arioiis branch regi.sters. 
Hovrever, if the -total amount of 
holdings of such shareholders on 
any branch register three months 
befo.re the date fixed,, .for such 
©lection is below ' 2|% of the 
total issued capital, all the direc- 
■' tors to be elected on that register 
shall be ' nominated , by , the 
Eeserve Bank of ,. India.. . 
eight directors nominated by the 
Central Government in consulta- 
tion with the Eeserve Bank 
to represent as far as possible 
territorial and other interests; 

(^) one director to be nominated by 
the Central Government ; and 

(/) one director to be nominated by 
the Eeserve Bank. 

The term of office of the Chairman 
and Yice-Ghamnan will be fixed when 
appointing them, but shall not exceed 
five years. They are, however, eligible 
for re-appointment. A Managing Direc- 
tor is appointed by the Central Board 
for a period not exceeding five years. 
He is also eligible for reappointment. 
A director referred to in (c) and (d) above 
hold office for four years and thereafter 
till a successor has been nominated or 
elected as the case may be and those 
referred to in (e) and (/) during the 
pleasure of the Authority nominating 
them. 

Section 22 says that no person shall 
be qualified to be a member of the Board if 

(a) he holds the office of director or 
provisional director, promoter or 
agent or manager of any banking 
company already established or 
advertised as about to be estab- 
lished ; 

(h) he is a dismissed Government 
servant on charges of corruption 
and bribery; 

(c) he is a salaried Government 
officer not nominated to the 
board; 

{d) he holds an office of profit 
under the State Bank other than 
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til© office of Chairmaiiy ,Vice- 
' Cliairman or Managing Director; 

ie) he lias over been adjudicated an '' 
insolvent or has, suspended ■ pay-* 
ment. of Ms 'debts or has com- 
pounded with his creditors; 

(/) he is a lunatic or of unsound mind;" 

(^) he has been .convicted of, an 
offence involving moral turpitude; 

, a nd ^ . 

[h] in the case of an elected director, 
he is not registered as a holder 
in his ovni right of unencumbered 
shares in the State Bank of a 
nominal value of at least five 
thousand rupees. Further no 
two persons who are partners 
of the same firm or are directors 
of the same private company or 
one of whom is an agent of the 
other or holds a power of attor- 
ney from a firm of which the 
other is a partner can become 
directors of the Central Board. 

Membership of Parliament or of any 
State Legislature is another disquali- 
fication. When such a member becomes a 
director he must resign from the Legis- 
lature of which he is a member. Similarly 
when a director becomes a member of 
any Legislature he must resign his 
directorship. All Members except the 
Chairman and Vice-Chaiiman may resign 
their office by givhig notice to that 
effect in writing to the Central Board 
and in the case of these two, to the Central 
Government. Any director absenting 
Mmself from three consecutive meetings 
of the Central Board without its permission 
loses his membership. The shareholders, 
other than the Eeserve Bank, whose 
names are entered in the various branch 
registers, may, by a resolution passed by 
a majority of votes of such share- 
holders holding in the aggregate not less 
than one half of the share capital held 
by all such shareholders, remove any 
director elected by them. If the Chairman 
and Vice-Chairman are unable to dis- 
charge their duties due to valid reasons 
not involving the vacation of their 
offices, the Central Government, after 
consultation with the Eeserve Bank and 


after considering the recommendations 
of the Central Boai‘d, may , appoint .other 
persons to fill the vacancies. : If the .same 
happens 'in the case of , the Managing,, 
Director, the ■ Central .Board, may fill' 
the vacancy, with the approval'^ of the. 
Central Government. If a vacancy : 
arises before 'the expiry of the office of ’ 
the term of the director, it is to b© filled 
by election in the case of . an' elected 
director and by nomination in consulta- 
tion wfith the Eeserve Bank in the case 
of a director who is nominated by the 
Government of India. In case the vacancy 
in the office of an elected director is 
likely to be less than six months, then 
it may be filled by the remaining direc- 
tors by co-opting a person. Any person 
so chosen to fill a temporary vacancy 
of a director, holds office only for the 
unexpired portion of the term of his 
predecessor. 

The Chairman and Vice-Chaiiman 
receive such salary and allowances as 
are determined by the Central Board ’ 
with the approval of the Central Govern- 
ment. The Managing Director who is 
a wholetim© officer of the Bank receives 
such remuneration as is fixed by the 
Central Board with the concurrence of 
the Government of India. Ail other 
directors are paid such fees and allowances 
for attending meetings of the Central 
Board or any of its committees or attend- 
ing to any other work of the State 
Bank as may be prescribed. 

Section 30 permits the Central Board 
to appoint committees, including an 
executive committee of itself, to discharge 
such functions as the Board may delegate. 

By Section 43 the Bank is given power 
to have such number of officers; advisers, 
employees etc. as it considers necessary. 

Life Insurance Corporation 

This Corporation was established in 
1956 by the Life Insurance Corporation 
Act, 1956. It consists of such number 
of persons as are determined by the 
Government of India, but not exceeding 
fifteen. One of them is designated to be 
its Chairman by the Central Government. 
A member of the Corporation is not to 
have any financial or any other interest 
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.wMcli 'is likely : to "be' prejudicial to the 
proper exercise of Ms f auctions as' a 
meiaber. To, ensure this the ■Govern- 
ment .is' given power to call for any 
infomatioii that . it considers necessary 
from a person to be appointed as a member. 
When a member comes to have a^ny 
interest., ■ .'clireetly or indirectly in ■ a 
contract; made, or .proposed to be m-ade 
,by the. Corporation, he must give that 
information to the Corporation and should 
not participate in any discussion of the 
Corporation relating to that matter. 
The terms and conditions, of service of 
members are to be according to the 
rules made by the Govei‘nment of India 
under Section 48 of the Act. 

Section 19 of the Act gives the Cor- 
poration power to establish an Executive 
Committee from among its members. 
It may also constitute an Investment Com- 
mittee for the purpose of advising it 
on matters relating to the investment 
of its funds. The Committee is to consist 
of not more than seven members of 
w’hom at least tliree shall be persons 
who have special knowledge and ex- 
perience in financial matters, particularly, 
relating to investment of funds. 

The Corporation may appoint one 
or more Managing Directors. Eveiy 
Managing Director is a wholetime officer 
of the Corporation. Section 23 enables 
the Corporation to appoint the necessary 
staff. 

The Central Warehousing Corporation 

Set up according to the provisions 
of the Agricultural Produce (Develop- 
ment and Warehousing) Corporation Act, 
1956, this Corporation has a Board of 
Directors consisting of ail the seven 
membei‘s of the Executive Committee of 
the National Co-operative Development 
and Warehousing Board established under 
the same Act, tw^o Directors nominated 
by the above mentioned Board other 
than those who are members of the 
Executive Committee, the representative 
of the State Bank of India on the 
N C D W B , one director for each of the 
following shareholders viz. (i) Scheduled 
Banks (2) Co-operative Banks (3) Insurance 
Companies, investment trasts and finan- 


cial institutions and -(4) recognised asso- ' 
ciations and Joint stock companies deal- 
■ing ill agricultural produce, and .lastly 
the Managing Director .appointed by 
the N G D W B , in ..consultation with the 
Board of Directors of the Corporation, 
The Vice-Chairman of the NCBWB 
and the Vice-Chairman of the Executive 
Committee are the Chaiiman.and Vice^ 
Cha'irman respectively, of the board' of 
directors of the Corporation. The Manag- 
ing Director is a w^oletime officer of the 
Corporation. The Directors,, except the 
Managing Director, receive by ■w’ay of, 
remuneration such sums, as the Cor- 
poration fixes, with the approval of the 
N C D W B. However, no official direc- 
tor is entitled to receive any remunera- 
tion other than the allowances admissible 
to him under the rules regulating his 
conditions of service. The Managing 
Director’s remuneration is fixed by the 
Corporation with the approval of the 
NO D W B . The terms of office and the 
manner of filling casual vacancies among 
the directors are those prescribed by the 
Government of India. N OD WBmay 
also remove any director who has become 
subject to any of the disqualifications 
mentioned in the Act or has failed to 
attend without leave three consecutive 
meetings of the Corporation. A person 
becomes disqualified if — 

{a) he is found to be lunatic or 
possesses an unsound mind* 

(6) he has at any time been adjudged 
an insolvent, or has suspended 
the payment of his debt or has 
compounded with his creditors; 

(c) he has been convicted for any 
offence involving moral turpitude; 

(d) he is a dismissed Government 
servant on charges of corruption 
and bribery; 

(£j) he is, except in the case of the 
Managing Director, a salaried 
official of the Central or State 
Warehousing Corporation; and 

(/) he has, directly or indirectly 
any interest in any subsisting 
contract, made with or any work 
being done for the Central Ware- 
housing Corporation except as 
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a shareliolder (other .than ■ a 
director) in any .public company. 

^ as defined ill tlie Companies Act^' 

. 1956. and siicii. ,a shareholder ' is 
to disclose to, the' Corporation 
the nature ' and extent of his 
shares. 

Section 26 sets up an Executive Com- 
mittee consisting of the. Chairman and 
'¥ice«Chaii‘man of the Board, of Ilirectors 
who shall be' the Chaiiman and Vice- 
Ghaiiman respectively of the Committee^ 
the Managing Director and two other 
directors chosen by the Corporation in 
the prescribed manner. The Corporation 
m entitled to appoint other employees 
and the terms and conditions of their 
service will be on the basis of the Eegu- 
lations made by the Corporation. 

IL AREA BOARDS AND. BRANCHES 
Damodar Valley Corporation 

The Corporation does not have any 
area board. 

Eehafeilitation Finance Administration 
The Act setting up the Administration 
does not create any branches. However, 
sub-section (3) of Section 37 of the Act 
says that the Administration may, vith 
the previous approval of the Central 
Government, open branches at such 
places in India as it considers necessary. 

Employees’ ' State Insurance Corporation 

Section 25 of the Act allows the Cor- 
poration to appohit Regional Boards, 
Local Committees and Regional and 
Local Medical Benefit Councils in such 
areas and in such manner as may be 
provided by Regulations. 

Industrial Finance Corporation 

The Industrial Finance Corporation 
Act lays doivn that the Corporation shall 
have its branches in Bombay, Calcutta, 
Kanpur and Madras. Power is given 
to the Corporation to establish other 
oifices or agencies in other places in 
India with the previous sanction of the 
Central Government. 

Air Corporations 

Section 40 of the Act says that each 
of the Corporations may appoint a 
committee or committees consisting of 


.some or' any of its. members , with or, 
without the' ■addition of any , officer , 
or ^ employee, of the Co,rporatio.n ' and 
delegate any of the' functions and poirers 
.to such a Committee or Committees 
and may limit the 'exorcise of such delegat- 
ed authority to a spo.eified area. It is also 
provided that either of the Corporation 
may, in. relation to any particular matter 
or class ' of matters, or to any ■particular 
.area, by general or.' special , order, direct ' 
that any of, its officers or employees shall 
also .exercise all or any of its powers; 
under this Act (except the powors given., 
to it by this section) to the extent to^ 
which the Corporation deems it neces- 
sary. 

State Bank of India 

Section 16 of the State Bank of India 
Act provides for the establishment of 
three local head offices — 'One each at 
Bombay, Calcutta and Madras. The 
Central Government is given power to 
establish similar offices elsewhere in 
consultation with the Central Board. 
Each local head office has a local board 
consisting of all the directors of the 
Central Board wffio are elected by the 
shareholders other than the Reserve 
Bank wffiose names are entered in the 
various branch registers or all the direc- 
tors nominated by the Central Govern- 
ment in consultation wdth the Reserve 
Bank to represent territorial and economic 
interests, and not more than four direc- 
tors to be elected by the shareholders 
whose names are entered on the branch 
register or in the absence of election, 
nominated by the Central Government 
in consultation with the Eeseiwe Bank 
as may be prescribed. The Central Board 
may also constitute a Local Committee 
eonsisting of such number of members 
as it may determine. All disqualifications 
mentioned in the Act in regard to member- 
ship of the Central Board are valid wdth 
regard to membership of both Local 
Board and Local Committees. A mem- 
ber of the Local Board or Local Committee 
may resign by giving notice to that 
effect in writing to the Central Board. 
Any member of the Local Board or Com- 
mittee who absents himself from three 
consecutive meetings of the Board or 
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Goiiiia.itte©: . as' tho , case, mm be/ '.loses 
his membership. , An .elected member of 
a "Local Board may l^e , removed :if the 
sharelioklers whose names are entered 
on the Branch register other than the. 
..Reserve Bank, by a resolution passed by 
the,;, votes of the shareholders holding 
in, the, aggregate 'not .less than one half 
of the share capital on the Branch .regis- 
'ter.'ask' for it., 

LifC' Insnrance Corperation 

Bonr zonal offices, one each at Bombay, 
Calcatta, Kanpur and Madras may be 
established under the Act. The Corpora- 
tion may establish with the pre\ious 
approval of the Central Govermnent 
such other zonal offices as it thinks fit. 
The management of a zonal office is 
entrusted to a zonal manager who need 
not be a member. It may also constitute 
for each zone a Board consisting of such 
number of persons as it thinks fit to 
appoint to advice the zonal manager with 
respect to such matters as are referred 
to it under Regulations made by the 
Corporation. 

Central Warehousing Corporation 

This Corporation also does not have 
any branches. The Agricultural Produce 
(Development and Warehousing) Cor- 
poration Act, is an enabling Act. It 
provides for the setting up of State 
Warehousing Corporations. 

KL FINANCE 
Damodar Valley Corporation 

Section 29 of the Act says that the 
Corporation shall have its own fund 
and that all receipts of the Corporation 
are to be carried to that fund and all 
payments made therefrom. Except when 
the Government of India directs other- 
wise, all moneys belonging to the fund 
are to be deposited in the Reserve Bank 
of India or invested in such securities 
as may be approved by the Central Govern- 
ment. The entire capital of the Corporation 
is provided by the three participating 
Governments and each of them is to 
provide its share on the dates specified 
by the Corporation, failing which, the 
Corporation may raise a loan to make up 
the deficit at the cost of the Govern- 
ment concerned. The capital of the 


Corporation is to be allocated to.ita jhree. 
main objects viz. iuigation, power antf 
flooci cdhtroL How-ever, the Corporation 
has power to spend such sums as it 
thinks. ■ fit on other objects .authorised 
by the Act and such .expenses' are pay- 
able out of the funds of the. Corporation. 
All profits made after making, allowances 
for depreciation attributable to each of 
the three main objects shall' be credited 
to the participating' Governments .in 
proportion to their respective shares in the 
total capital cost' attributable to that 
project. ' And any deficit incurred ' is to 
be made good by the participating Govern- 
ments in the .same proportion except 
that the entire deficit wdth respect to 
! flood control is to be met by the Govem- 
i ment of West Bengal. The Corporation 
has to pay on the amount of 

capital provided by each participating 
Government, but the rate of interest 
is to be fixed by the Central Govern- 
ment. Howwer, for a period not ex- 
ceeding fifty years from the establish- 
ment of the Corporation, if the CGrporatioii 
runs a deficit ^the interest charges and 
ail other expenditures shall be added to 
the capital cost and all receipts shall be 
taken in reduction of such capital cost. 
Further, the Corporation is to make 
provision for depreciation, reserve and 
I other funds at such rates and on such 
f terms as may be prescribed by the 
Auditor-General of India in consultation 
with the Central Government. 

The Corporation is given power to 
borrow funds to carry out its duties 
after getting the approval of the Central 
Government. With regard to taxation 
the Corporation is liable to pay any 
Central taxes on income in the same 
manner and to the same extent as a 
company and the State Governments are 
not entitled to have any refund of any 
such taxes paid by the Corporation; 
but in the event of any betterment levy 
being imposed by a State Government, 
the proportionate proceeds thereof in 
so far as they are attributable to the 
operation of the Corporation shall be 
credited to the Corporation. 

Section 44 of the Act makes it obliga- 
tory for the Corporation to prepare 
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an annual budget. It says that the Cof-^ 
poration, in eoiisultation with the Finan- 
cial Adviser, shall prepare in October 
every year a budget for the next finan- 
cial year in the prescribed manner, showing 
the estimated receipts and expenditure 
and the amounts which would be requii'ed 
from each of the three participating 
Governments during that financial year. 
This budget, to be made available to 
the Governments concerned by 15th 
of November, is to be laid before the 
Central and the tw^o State Legislatures. 

Rehabilitation Finance Administration 

According to the Act, the Central 
Government is to advance to the Ad- 
ministration funds for conducting its 
business. At no time shall the total 
amounts so advanced exceed ten crores 
of rupees. All moneys received by the 
Administration is to be deposited in the 
Reserve Bank of India or any of its 
agents or else, invested in such securities 
as are approved by the Central Govern- 
ment. The Administration is to pay on 
the amounts advanced by the Govern- 
ment 3 per cent interest per annum. 
Section 20 exempts the Administration 
from payment of income-tax, super-tax 
or business-profits tax on any incomes, 
profits or gains. 

Employees’ State Insurance Corporation 

The principal source of income of the 
Corporation consists of the contribu- 
tions made by the employees and em- 
ployers. The Act also provides for a 
Central Government grant during the 
first five years of a sum equivalent to 
two-thirds of the Administrative ex- 
penses other than the cost of the benefits. 
The Corporation is permitted to accept 
grants, donations and gifts from the 
Central or any State Government, local 
authority or any individual or body 
whether incorporated or not. All contri- 
butions and other moneys received are 
to be paid into a fund called the Employees 
State Insurance Fund to be held and 
administered by the Corporation. How- 
ever, subject to the other provisions in 
the Act and to the rules and regulations 
in this behalf, all moneys payable into 
this fund are to be paid into the Reserve 


Bank' of India or any other bank approved 
by the Central 'Government to the credit 
of an account called the Employees State 
Insurance Fund to , be operated on by 
such officers as may be authorised by 
the Standing Committee ivith the approval 
of the Corporation. Further, subject to 
such conditions as may be prescribed 
by the Central Government, the Cor- 
poration is allowed to hold property, 
both movable and immovable, sell or 
transfer such properties and do all other 
things necessary for the purposes ojf the 
Corporation. In the same manner the 
Corporation may invest any of its 
funds which are not immediately re- 
quired. Again with the previous sanction 
of the Centx'al Government and on such 
terms as^ may be prescribed by it, the 
Corporation may raise loans and take 
measures* for discharging such loans. 

Section 32 deals with the budget 
of the Corporation. It says that the 
Corporation shall in each year frame a 
budget showing the probable receipts 
and expenditure which it proposes to 
incur during the following year and shall 
submit a copy of the budget to the Central 
Government for approval before such 
date as may be fixed by it in that behalf. 
The budget must contain provisions 
adequate in the opinion of the Central 
Government for the discharge of the 
liabilities incurred by the Corporation 
and for the maintenance of the working 
balance. 

Industrial Finance Corporation 

It has an authorised share capital of 
ten crores of rupees divided into twenty 
thousand fully paid-up shares of five 
thousand rupees each; of which the ten 
thousand shares are' issued in the first 
instance and the remaining shares are 
to be issued with the sanction of the 
Central Government. Of the capital 
issued in the first instance, the Reserve 
Bank and the Government of India hold 
two thousand shares each. Out of the 
other six thousand shares the scheduled 
banks are allotted two thousand five 
hundred shares, insurance companies, 
investment trusts and other like financial 
institutions two thousand five hundred 
shares and cooperative banks one thousand 
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shares. , No, single' institution is eligible, 
to hold more , than 10 per cent of the 
shares reS'arved for the class of institu- 
tions to which it belongs. Allotment of 
.shares is done bj the Board of Directors 
is accordance with the regulations made 
in this behalf. If any shares reserved for 
■the, latter class of institutions remain 
unallotted,, . they are to be subscribed 
.by .the Eeserve Bank and the- .Central 
Government according to an agreed 
proportion. If and when the remaining 
shares or part thereof are issued they 
are to be subscribed by the subscribers 
mentioned above in the same proportion 
as for the first issue. The Corporation’s 
shares are non-transferable except to 
the Central Government, Reserve Bank 
and the other institutions eMgibie accord- 
ding to the Act to subscribe to its shares, 
in accordance with the regulations made 
in this behalf. The shares are guaranteed 
by the Central Government as to the 
repayment of principal and the payment 
of the annual dividend at such minimum 
rates as are fixed by the Government 
at the time of issuing the shares. The 
Corporation may invest its funds in the 
securities of the Central Government or 
of any State Government. The Corpora- 
tion is also allowed to open Deposit 
Accounts with the ReseOTe Bank or 
with any agency of the Reserve Bank 
other than a Government Treasury, 
or in consultation with the Reserve 
Bank, with a Scheduled Bank or with 
. a State Cooperative Bank. Likewise the 
Corporation may accept deposits from 
the public repayable after the expiry 
of a periodj which shall not be less than 
five years from the date of the making 
of the deposit and on such other terms 
as it thinks fit. At no time, however, 
shall such deposits exceed Rs. 10 crores. 

With regard to declaration of dividend 
the Act mjB that after making pro- 
vision for bad and doubtful debts, depre- 
ciation of assets and all other matters 
which are usually provided by bankers, 
the Corporation may, out of its net 
annual profits, declare a dividend. And 
so long as the reserve fund in less than 
the paid up share capital and until the 
Corporation has repaid to the Central 
Government, such sums, if any, as the 


latter may have provided under, any 
guarantee that it lias^' given ' either with 
regard to the -share .capital of the Cor- 
poration or its borrowings, the rate 
of the dividend shall not exceed the 
rate guaranteed by the. C,entral Govern- 
, ment. Moreover, under no circumstances 
shall any dividend .exceed the. .rate of 
b% per annum. ' If in respect of any 
financial year after the reserve fund 
becomes equal -..to the share capital of 
the Corporation, there is, after declaring 
a dividend at that rate any surplus 
in the net profits, such surplus is to be 
paid to the Central Government. Apart 
from the reserve fund, the Corporation 
has a special reserve fund also. It 
consists of all the dividends accruing on 
the shares held by the Government and 
the Reserve Bank. These dividends, 
instead of being paid to them, are credited 
to the special reserve fund until the 
aggregate of sums so credited exceeds 
fifty lakhs of rupees. No other share 
holders have any claim on this special 
reserve fund. 

Section 21 gives the Corporation 
power to issue and sell bonds and deben- 
tures carrying interest for the purpose 
of raising its working capital, but the 
total amount of bonds and debentures 
issued and outstanding and of the 
contingent liabilities of the Corporation 
in the form of guarantees given by it 
or underwritmg agreements entered into 
by it is not at any time to exceed five 
times the amount of the paid up share 
capital and the reserve fund of the 
Corporation. Bonds and debentures so 
issued are to be guaranteed by the 
Central Government as to the repayment 
of the principal and the pa 3 rment of 
interest at such rates as may be fixed 
by the Central Government on the 
recommendations of the Board at the 
time the bonds and debentures are 
issued. Borrowing from the Reserve 
Bank is also permitted repayable (a) 
on demand or on the expiry of fixed 
periods not exceeding ninety days from 
the date on which the money is so borrowed 
against the securities of the Central 
Government or of any State Govern- 
ment, or (b) on the expiry of fixed periods 
not exceeding eighteen months from the 
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date on. which the money is so borrowed, 
against. securities of the Central Govern- 
ment of, any maturity or against .bonds, 
and debentures issued by the Corporation 
and guaranteed by the Central ■Govern- 
■mont ' and maturing within a period not 
exceeding eighteen months from the 
date' on which the money is so borrowed. 
The amounts ' borrowed under clause 
{b) are not at .any time to exceed three 
crores irt. the aggregate. Similarly the 
Corporation may borrow from the Central 
Government also on such terms and 
conditions as may be agreed upon. How- 
ever, the Act has placed a ceiling on 
the amounts that the Corporation may 
borrow by all these means stated above: 
it is not to exceed five times the amount of 
the paid-up share capital and the reserve- 
fund of the Corporation. Section 27 
of the Act permits the Corporation to 
borrow, with the previous consent of 
the Central Government, foreign cur- 
rency from the International Bank for 
Eeconstruction and Development or 
otherwise. The Central Government 
may, where necessary, guarantee all 
foreign loans taken by the Corporation 
as to the repajnnent of the principal 
and the payment of interest and other 
incidental charges. Any loss or profit 
accruing to the Corporation in con- 
nection with any borrowing of foreign 
currency or its repa5rnient on account 
of any fluctuations in the rate of exchange 
shall be reimbursed by or paid to, the 
Central Government as the case may be. 

Air Corporation ■ 

The capital of the two Corporations 
is supplied by the Central Government 
on such terms and conditions as the 
Central Government may determine. Each 
of the Corporations may, with the con- 
sent of the Central Government or in 
accordance with the terms of any general 
authority given to it by the Central 
Government, borrow money for all or 
any of the purposes of the Corporation 
and secure the payment of any money 
borrowed by it or any interest thereon 
by the issue of bonds, debentures, deben- 
ture-stocks or any mortgage or charge 
or other security on the undertaking of 
the Corporation or any part of it or any 


of its properties. Each Corporation, is 
entitled to have its oivii fund and all 
receipts of the Corporation are to be 
credited to that fund and payments made 
therefrom. Each of the Corporation may 
keep in, current account -with any 
scheduled bank or any other bank 
by ,t.Iie'.'. Central' Government In 
this behalf a sum of money not exceeding 
such amount as may be prescribed, but 
any moneys in excess of the said sum 
shall be deposited in the Eeserve Bank 
of India or invested in such manner as 
may be approved by the Central Govern- 
ment. 

State Bank of India 

The authorised capital of the bank 
is Es. 20 crores, divided into twenty 
lakhs fully paid-up shares of one thousand 
rupees each. The Central Government 
may increase or reduce this amount. 
The issued capital is Es. 5 crores 62 laMis 
and 50 thousands, the whole of which 
is held by the Reserve Bank. The Central 
Board of the bank may increase the 
issued capital but no such increase shall 
be made in such a manner that the Eeserve 
Bank holds at any time less than 55 
per cent of the issued capital. Further- 
more, any increase beyond 12.5 crores 
requhes the previous sanction of the 
Central Government. The shares are 
freely transferable except that in the 
case of the Eeserve BanliC it must always 
hold a minimum of 56 percent of the 
total issued capital. JSTo person is to be 
registered as a shareholder in respect 
of any shares held by him, whether in 
his own name or jointly with any other 
person, in excess of two hundred shares 
or be entitled to pajmaent of any dividend 
on the excess of shares held by him, or to 
exercise any of the rights "of a share 
holder in respect of such excess shares 
otherwise than the purpose of selling 
them. This provision will not apply to 
the Eeserve Bank, a Corporation, an 
insurer as defined in the Insurance Act 
1938, a local authority, a cooperative 
society and a trustee of a public or private 
religious or charitable trust except that 
none of them with the sole exclusion of 
the Eeserve Bank shall be eligible to 
exercise voting rights in respect of shares 
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held.l)}^ Mm, in excess of one per cent of 
the issued capital. 

Section 36 provides ' for the State 
Bank a special fund called the Integra- 
tion and Development Fund into which 
is paid the clividends payable to the 
Deserve Bank on such shares of the 
State Baiiiv by it as do not exceed 55% 
of the total issued capital and such 
contributions as the Reserve Bank or 
the Central Government may make from 
time to time. This fund is the property 
of the Reserve Bank and is to be used 
exclusively for meeting losses in excess 
of such yearly sums as may be agreed 
upon between the Reserve Bank and the 
State Bank and attributable to the 
branches established in pursuance of 
subsection (5) of Section 16 (i.e. establish- 
ment of not less than 400 new branches 
■within five years of the setting up of the 
bank) and such other losses or expendi- 
ture as may be approved by the Central 
Government in consultation with the 
Reserve Bank. A Reserve Bund is 
also created consisting of the amount 
held by the former Imperial Bank as 
Reserve Bund and transferred to the 
State Bank on the establishment of the 
latter, and such other sums as may be set 
aside for the purpose &om the net 
profits of the bank. Section 38 says that 
the Central Board may, after making 
provision for bad and doubtful debts, 
depreciation of assets, equalisation of 
dividends, contribution to staff and 
superannuation funds and for all other 
matters for which provision is necessary 
or which are usually provided for by 
banking companies, declare out of its 
annual net profits a dividend. 

Life Insurance Corporation 

The original capital provided for 'the 
Corporation is five crores, to be made 
available by the Central Government 
under such terms and conditions as 
may be determined by it. On the recom- 
mendation of the Corporation its capital 
may be reduced to such an extent and 
In such manner as the Central Govern- 
ment may determine. The Corporation 
has its own fund and all its receipts 
are credited to this fund and its payments 
made therefrom. 


Central Warehousing Corporation 

Section 18 of the,. Act says that the 
authorised capital of the Corporation 
shall be Rs. 20 crores, divided into twenty 
lakhs shares of the face value ^ of one 
thousand rupees each of which 50 % of 
the shares of the face value of Rs. 10 
crores shall be issued in the first instance, 
and the remaining shares shall be issued 
with the sanction of the Central Govem- 
' ment, as and %vhen the Corporation may 
deem fit. The capital issued in the 
fii'st instance are to be subscribed in the 
following manner: (a) the N C D W B, 

40.000 shares, (b) the State Bank of 
India, 10,000 (c) other scheduled Banks, 

125.000 (i) insurance companies, in- 
vestment trusts and other classes of 
financial institutions, 30,000 (e) co-opera- 
tive societies, 25,000 and (/) recognised 
associations of joint-stock companies 
dealing in agricultural produce, 6000. 
If any shares referred to in (c), id)s(e) 
and (/) remain unallotted they are to be 
subscribed by the N C D W B and the 
State Bank in such proportion as may 
be agreed upon by them. No institution 
belonging to any of these four categories 
is entitled to subscribe for more than 
25% of the share-capital reserved for 
that class of institution. If and when 
the remaining shares or part thereof 
are issued the subscribers of the Corpora- 
tion mentioned earlier may subscribe 
for such shares in such proportion as 
may be determined at the time of the 
issue of the shares. The shares are non- 
transferable except to the N C D W B or 
the State Bank or any institution belong- 
ing to any class of the Corporation's 
subscribers. The shares are also guaran- 
teed by the Central Government as to the 
repayment of the principal aud the 
payment of annual dividend at such 
minimum rate as may be fixed by the 
Central Government at the time of the 
issue of the shares. 

Section 37 gives the Corporation the 
power to borrow. The Corporation may, 
in consultation with the Reseiwe Bank 
and the previous approval of the Central 
Government issue and sell bonds and 
debentures carrying interest. Provision 
is^ however, made that the total amount 
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of bonds and debentures issued and 
'.oiitstaiiding and of ' the other borrowings 
of the Corporation shall not at any time 
exceed ten times the amount " of the 
■paid-up capital .and the reserve .fund. 
Besides this the Corporation may borrow 
from the Reserve Bank funds .repayable 
(^)' on demand or on the ■ expiry of 'fixed 
period not ' exceeding 90 days from the 
date' on which .money is so. borrowed 
' 'against the ■ securities of the Central 
Government or of any State Govern- 
ment, of any maturity^ or against bonds 
and debentures issued by the Corporation 
and guaranteed by the ^Government 
and maturing within a period not exceed- 
ing 18 months from the date on which 
the money is so borrowed. However, 
boiTOvdngs by the latter method shall 
not at any time in the aggregate exceed 
Rs. 3 crores. BoiTowing from the State 
Bank is also permitted. The bonds and 
debentures of the Corporation are guaran- 
teed by the Central Government. The 
repajmient of principal and the payment 
of interest at such rate as may be fixed 
by the Central Government on the 
recommendations of the board of direc- 
tors at the time they are issued. The 
Corporation is also entitled to borrow 
from the Central Government and the 
IST C D W B on such terms and condi- 
tions as may be agreed upon between 
the Corporation and the lender in each 
■■ case. ■ 

All moneys belonging to the Corpora- 
tion are to be deposited in the Reserve 
Bank or the State Bank, or subject to 
the rules, in any scheduled bank or 
co-operative bank. The Corporation may 
invest its funds in the securities 
of the Central or of any State Govern- 
ment. The Corporation is to have a 
Reserve Fund. After making provision 
for bad and doubtful debts, depreciation 
hi assets and all other matters which are 
usually provided for by companies, the 
Corporation may, declare a dividend. 
However, so long as the reserve fund is 
less than the paid up capital and until 
the Corporation has repaid to the Cen- 
tral Government any amount that the 
latter has paid under the guarantees it 
has given to the shares and borrowings 
of the Corporation, the rate of dividend 


is not .to exceed the^ rate, guaranteed' by 
.' the Central Government to the shares. , ' . . ' 

Section 36 makes it. obligatory on the, 
part of ■ the CorpGratio,n to ; prepare 
before the commencement of each.. year 
a statement of the programme of" its., 
activities during the forthcoming 'year 
as well as a financial statement in respect 
thereof. ■ These statements are to be" 
submitted for approval to the N 0 D W B 
within three months of the commence- 
ment of the 3^ear. 

IV. ACCOUNTS AND AUDIT 
Damodar Valley Corporation 

Section 47 of the Act prescribes that 
the accounts of the Corporation shall be 
maintained and audited in such manner 
as may, in consultation with the Auditor- 
General of India, be prescribed. 

Rehabilitation Finance Administration 

The Act says that the affairs of the 
Administration are to be audited by 
one or more auditors appointed by the 
Central Government on such remunera- 
tion as may be specified by it. An auditor 
so appointed holds office for a period 
of one year. He is eligible for reappoint- 
ment. Every auditor is to be supplied 
with a copy of the annual balance sheet 
and it is his duty to examine this balance 
sheet together wdth the accounts and 
vouchers relating thereto. For this pur- 
pose he is to be supplied with all necessary 
accounts, books and other documents of 
the Administration. The Act states 
further that, the auditors shall make 
a report to the Central Government upon 
the annual balance-sheet and accounts, 
and in every such report they shall state 
whether, in their opinion, the balance 
sheet is a full and true one and containing 
all necessary particulars and properly 
drawn up so as to exhibit a true and 
correct view of the state of affairs of the 
Administration . 

Employees State Insurance Corporation 
Section 38 prescribes that the Cor- 
poration shall maintain correct accounts 
of its income and expenditure in such 
form and such manner as may be pres- 
cribed by the Central Government, Re- 
garding the audit of accounts the provi- 
sion in the Act is that they sh^l be 
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audited at siicli times and in sucli maimer 
m may be prescribed by auditors appoint- 
ed by the Central Government. Por this 
purpose the auditors are to hay© access 
to, the hooks^ accounts and other .docu- 
ments of the Corporation. The auditors 
may ■ also call for .such explanation or 
' information as may be required or examine 
any prineijial or , other, officer of the 
Corporation. The audit report along 
with an audited copy of the account 
of the Corporation are to be submitted 
to the Central Goyernnient. The cost of 
the audit is detemiined by the Central 
Government^ but is to be paid out of the 
funds of the Corporation. 

Industrial Finance Corporation 

The affairs of the Corporation are to 
be audited by not less than two auditors, 
one of whom is appointed by the Central 
Government in consultation with the 
Comptroller and Auditor General of India. 
The other one is elected in the prescribed 
manner by the shareholders of the Cor- 
poration except the Central Govern- 
ment and the Reserve Bank. Every 
auditor is to be supplied with a copy 
of the annual balance sheet of the Cor- 
poration as well as all the necessary 
accounts, vouchers, books and other 
documents. He may also examine any 
Director or Officer of the Corporation. 
The Auditors shall make a report to the 
shareholders upon the annual balance 
sheet and accounts and in every such 
report they shall state whether in their 
opinion the balance sheet prepared by the 
Corporation is a full and fair one, contain- 
ing all necessary particulars so as to 
present a true and correct picture of the 
affairs of the Corj)oration and in case 
they have asked for any explanation or 
information from the Board whether 
it has been given and whether it is satis- 
factory. The Corporation is to send a 
copy of the audit report to the Comp- 
troller and Auditor-General at least one 
month before it is placed before the share- 
holders. The Comptroller and Auditor- 
General is also given power by the Act 
to undertake of his own motion, such 
audit and at such times as he may 
consider necessary. Further, when the 
Central Government is requir^ to make 


any payment on account of any guarantee 
given by it to the. shares of the Corporation 
on its borrowings, such, audit is to be 
undertaken by the Comptroller , .and'. 
Auditor-General of India. 

Mi Corporations 

Section 1.5 of the Act says that the 
Corporations shall maintai.ii proper ac- 
counts and other' re,Ievant records and ', 
prepare an annual statement of accounts, 
including the profit and loss accounts 
and the balance sheet in such form as 
may be , prescribed by the Oeiitrai Govern- 
ment in consultation with the Comptroller 
and Auditor-General of India. The Comp- 
troller and Auditor-General is also 
required to audit the accounts of the 
Corporation and any expenditure in- 
curred by him in connection with such 
audit is to b© paid by the Corporations 
to him. In the matter of audit of accounts 
he has the same rights and privileges 
and authority as he has in connection 
with the audit of Government accounts 
and in particular has the right to demand 
the production of books, accounts, related 
vouchers and other documents and papers 
and to inspect any of the officers of the 
Corporation. 

State Bank of India 

The bahmee sheet and the profi.t 
and loss accounts are to be signed by 
the Chairman, Yice-Chairman, Managing 
Directors, if any, and a majority of the 
other directors. Within two months of 
the date on wffiich the accounts of the 
banks are closed and balanced, the bank 
is to submit to the Central Government 
and the Reserve Bank a statement showing 
as far as may be available,, the name, 
address, occupation and the number 
of shares held by each shareholder of the 
bank as on the said date (31 st December). 

Section 41 of the Act says that the 
affairs of the bank are to be audited by 
two auditors appointed by the Reserve 
Bank in consultation with the Govern- 
ment of India. Their remuneration is 
also fixed similarly by the Reserve Bank. 
The Act prescribes certain disqualifi- 
cations to be an auditor of the bank. 
It says that an auditor may be a share- 
holder, but no director or member of 
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a liocal Board .or of a Local Gommittaa. 
or an' officer of tlie State ’ Bank shall 
be eligible to be an auditor dii.ring Ms 
continuance In . office as .such director, 
member or officer. An aud.itor is eligible 
for re.appoiiiti 2 ie,iit. Every auditor is to 
be supplied with all necessary papers, 
books, accounts etc., and has the right 
to examine , any Director or member 
of the Local Board or Loc.al Committee 
or any other officer of t.he ba.iik. The 
auditors shall make a report to the 
Central ■Government upon the annual 
balance sheet and accounts, and in 
every 'such report they shall state:— 

(a) whether in their opinion, the 
balance-sheet is a full and fair 
one containing all the necessary 
particulars and properly drawn 
up so as to exhibit a true and 
correct view of the affiiirs of the 
State Bank, and in case they 
have called for any explanation 
or information, whether it has 
been given or whether it is 
satisfactory; 

(^) whether or not the transactions 
of the State Bank which have 
come to their notice have been 
within the powers of the State 
Bank; 

(c) "whether or not the returns re- 
ceived from the offices and 
branches of the State Bank have 
been found adequate for the 
purpose of their audit; 

[d) whether the profit or loss account 
shows a true balance or profit 
and loss for the period covered 
by such account; and 

{e) any other matter which they 
consider should be brought to 
the notice of the shareholders 
or of the Central Government 
as the case may be. 

Lift Insumnce Corporaiioa 

The accounts of the Corporation are 
tO' be audited by auditors appointed by 
the Corporation with the previous approval 
of the Central Government. The Cor- 
poration is to pay to the auditors such 
remuneration as may be fixed by the 


' Central Government. To ^ enable the 
auditor to perform his duties, he is to 
have access to the books, accounts and 
other documents of the Corporation. The 
auditors ' have tO' submit their report to 
the Corporation asto weU as to the Central 
Government, 

Central ■ Warehousing Corpoiation 

Section 42' of the Act prescribes that 
the Corporation must maintain proper 
accounts and other relevant records and 
prepare an annual statement of accounts 
including the profit and loss account 
and the balance-sheet in such manner 
as may be prescribed. The Corporation’s 
accounts are to be audited by not less 
than two auditors appointed by the 
Central Government. One of them is 
to be appointed in consultation with the 
Comptroller and Auditor-General of 
India. The auditors are to have access 
to all papers, accounts, books and other 
documents of the Corporation. They 
may also examine any director or officer 
of the Corporation. The auditors are 
to report to the sharehoders and in the 
report they are to indicate whether the 
balance-sheet is a full and fair one and 
whether it presents a true and correct 
view of the affairs of the Corporation. 
The Corporation has to submit the audit 
report to the Comptroller and Auditor- 
General and to the N C D W B at least 
one month before it is placed before the 
shareholders. The Comptroller and 
Auditor-General may, of Ms own, under- 
take an audit of the accounts of the 
Corporation. Further, where the Central 
Government is required to make pay- 
ment in respect of any guarantee given 
by it to the shares or borrowings of the 
Corporation, such audit shall be under- 
taken by the Comptroller and Auditor- 
General. 

V. BELATION WITH GOVERNMENT 
Damodar Valley 

In the discharge of its functions, says 
Section 48 of the Act, the Corporation 
is to be guided by such instructions on 
questions of policy as may be given to 
it by the Central Govermnent and in 
case of dispute between the Corporation 
and the Government as to whether a 
question is one of policy or not, the deci- 
sion of the Central Government is final. 
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Anj other dispute between the Corpora- 
tion and any of the participating Govern- 
ment regarding, ■ any . matter covered by 
the Act, or touching or arising out of it 
is to be referred to an arbitrator appointed 
by the Chief Justice of India. The Central 
Government ' is given power ' by the x4ct 
to remove a member of ■ the Corporation 
if the particular member (£i) 'refuses to 
act,, (6.) ims become incapable of acting, 
{c) has so abused his position as a member 
as to render his continuance on the Cor- 
poration detrimental to the interest -of 
the public, or (i) is otherwise unsuitable 
to continue as a member. A member 
may also be suspended by the Central 
Government. However, it is also provided 
that a member may not be removed 
without giving him an opportunity to 
submit his explanation to Government. 
Any member who has been so removed 
is barred from being reappointed as 
member or in any other capacity in the 
Corporation. Besides, if the Corporation 
fails to carry out its functions, or follow 
the directions issued by the Central 
Government, the Central Government 
has the power to remove the Chairman 
and members of the Corporation and 
appoint others to fill their places. Power 
is also given to the Government to declare 
void any transaction with which a mem- 
ber has been connected. 

The Act gives the Central Govern- 
ment power to make rules to provide 
for any or all of the following matters:— 

(a) salaries and conditions of service 
of members, the Secretary and 
Financial Adviser; 

{b} the functions and duties of the 
Financial Adviser; 

(r) the dams and other works or 
the installations which may be 
constructed without the approval 
of the Corporation; 

(d) the forms of the budget, the 
annual report and the financial 
statements and the dates on 
which copies of the annual finan- 
cial statement shall he made 
available to the participating 
Government; 

(e) the mamier in which the accounts 


■of the Corporation, shall be main- 
ta,ined , and audited; 

(/). the appointment .of an Advisory 
Com.iiiittee; and 

(g) the, punishment for any breach 
of any rule made under the Act. ' 

Rehabilitation Finance Administration 

Section 8 of the Act says that the 
Central Government may, for any reason 
which may appear to '.it to be sufficient, 
remove any member at any time from 
the' Adminikration. The .Central ' Govern- 
ment is also empowered to give to the 
Administration such general or special 
directions as it thinks fit and the 
administration is to comply with any 
such directions. The power to make rules 
for the Administration is also given to 
the Central Government. 

Employees! State Insurance Corporation 

By Section 92 the Central Govern- 
ment is given power to give directions 
to a State Government as to the carrying 
into execution of the Act in the State. 
The Central Government is empowerd 
to remove a nominated member to the 
Corporation, Standing Committee and 
the Benefit Council who is a representa- 
tive either of employers, employees or 
the medical profession from any of these 
three bodies, if it is of the opinion the 
member concerned no more re|)resents 
the profession to represent which he was 
originally nominated. If in the opinion 
of the Central Government, the Corpora- 
tion or the Standing Committee persis- 
tently makes deffiult in performing its 
duties or abuses its powers, the Govern- 
ment may, supersed e the Corporation 
or in the case of the Standing Committee 
supersede it in consultation mth the 
Corporation, 

The Central Government may make 
rules on all matters and particularly: — > 

{a) the manner in which nominations 
and elections of members of the 
Corporation, Standing Committee 
and the Medical Benefit Council 
may be made; 

{h) the quorum at meetings of the 
Corporation, the Standing Com- 
mittee, and the Medical Benefit 
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Council and the miniiaiim number 
of meetings of .those bodies to 
be held' in a year; 

(c) the records to be kept of transac- 
tions of business by the Corpora- 
tion, the Standing Committee 
and the Medical Benefit Council; 

(d) the powers and duties of the 
principal officers and the condi- 
tions of their service; 

(s) the powers and duties of the 
Medical Benefit Council; 

(^) the procedure to be adopted in 
the execution of contracts; 

(g) the acquisition, holding and dis- 
posal of property by the Cor- 
poi*ation ; 

(/;) the raising and repayment of 
loans ; 

(i) the investment of the funds of 
the Corporation and of any provi- 
dent or other benefit fund and 
their transfer or realisation; 

(j) the basis on which the periodical 
valuation of the assets and liabili- 
ties of the Corporation shall be 
made ; 

(jfe) the bank or banks in •which the 
funds of the Corporation may be 
deposited, the procedure to be 
followed in regard to the credit- 
ing of moneys accruing or payable 
to the Corporation and the manner 
in which any sums may be paid 
out of the Corporation funds and 
the officers by whom such pay- 
ments may be authorised ; 

(l) the accounts to be maintained by 
the Corporation and the forms 
in which such accounts shall 
be kept and tii^ times at which 
such accounts shall be audited; 

(m) the publication of the accounts 
of the Corporation and the report 
of auditors, the action to be 
taken on the audit report, the 
powers of the auditors to disallow 
and surcharge items of expenditure 
and the recovery of sums so 
disallowed and surcharged; 

(n) the proportion of the budget 


estimates, and . of supplementary 
estimates and the manner in which 
such estimates shall be sanctioned 
and published; 

(o) the establishment or maintenance 
of provident or other benefit 
funds for officers and servants 
of the Corporation; and 

(p) any matter which is requii*ed or 
allowed by the Act to be pres- 
cribed by the Central Govern- 
ment. 

Industrial Finance Corporation 

Section 6 of the Act la^-s down that 
in the discharge of its functions the 
Board of Directors of the Corporation 
is to bo guided by such instructions 
on questions of policy as may be given 
to it by the Central Government. The 
Central Go\T.rnment\s decision will be 
final in any dispute between it and the 
Board as to whether a question relates 
to a matter of policy or not. If the Board 
fails to carry out the instructions on 
questions of policy laid down by the 
Central Government, th.o latter has the 
power to supersede the Board and appoint 
a now Board in its place to function until 
a properly constituted Board is set 
up. The Central Government's decision 
as to the grounds for doing so shall not 
be questioned in aiiy court of law. The 
right of the Ceiitrai Government to 
remove the Chairman from office has 
also boon specified in the Act. In the 
matter of audit, the Central Government 
may, in consultation with the Reserve 
Bank of India at any time issue directions 
to the auditors of the Corporation requir- 
ing them to report to it upon the adequacy 
of the measures taken by the Corpora- 
tion for the protection of its shareholders 
or creditors or upon the sufficiency of 
their procedure in auditing the affairs 
of the Corporation, and may at any time 
enlarge or extend the scope of the audit 
or direct that a different procedure in 
audit be adopted or direct that any other 
examination be made of the auditors 
if in its opinion the public interest so 
requires. The rule making power has 
also been given to the Central Govern- 
ments 
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Axt Ck>rp0Tati0as 

„ According to. Section o the Central 
Crovemment . is; entitled to ■ terminate 
the services of the Chairman and members 
of ' the ■ Corporation earlier' than the 
terms 'mentioned in their appointment 
order. The Central Government may give 
to either of the ■ Corporations directions, 
as to the exercise and performance by the 
Corporation of functions and the Cor- 
poration shall be bound to give effect to 
such directions* Furthermore, the Central 
Government may, after consultation with 
the Corporation concerned direct it:— 

(а) to undertake any air transport 
service or other activities which 
the Corporation has power to 
undertake; 

(б) to discontinue or make any 
change in any scheduled air 
transport service or other acti- 
vity which if is operating or 
carrying; or 

(c) not to undertake any activity 
which it proposes to do. 

However, it is also provided that if 
at the discretion of the Central Govern- 
ment the Corporation establishes, alters 
or continues to maintain an air-trans- 
port service or other activity and satisfies 
the Central Government that during 
the relevant financial year the Corpora- 
tion has suffered an overall loss in respect 
of the operation of all its air-transport 
services and of all its other activities 
and also that the service or other activity 
so established, altered or continued to 
be maintained in compliance with the 
directions of the Central Government 
as aforesaid has been operated in a loss 
in any financial year, then the Central 
Government shall reimburse the Corpora- 
tion to the extent of the loss relatable 
to the operation of that particular service 
or activity. 

Prior approval of the Central Govern- 
ment is necessary for the Corporation to:— 

(a) undertake any capital expenditure 
for the purchase or acquisition 
of any immovable propmty or 
aircraft or any other thing at 
a cost exceeding Bs. 50 lakhs; 

(h) enter into a lease of any immovable 


property for a period exceeding 
five years; and 

(c) in any maimer , dispose of any 
property, right , or privilege, hav- 
',ing an original or book value, 
exceeding Rs. 10 lakhs. 

Each of the 'Corporations is to prepare 
and submit to the Centra! Government, 
not less than three months , from , the 
commencement of each' financial year 
of the Corporation a statement showing 
the programme of operation' and the 
development of the^ air transport service 
to be operated by the Corporation, and 
its associates during ' the forthcoming 
financial year and its other , activities 
as well as its financial estimates in respect 
thereof, including any proposed invest- 
ment of capital and increase in the strength 
of its total staff. And if during the 
financial year the Corporation concerned 
wants to effect any alteration in its pro- 
gramme of activity as submitted and a 
substantial change in its financial esti- 
mates is involved thereby, the Corporation 
is to submit to the Central Government 
for approval a supplementary programme 
of such service or activity and a supple- 
mentary estimate of the expenditure 
and revenue to be incurred and received 
by the Corporation in respect thereof 
during the remainder of that period. 
However, if the Corporation undertakes 
any additional service of additional acti- 
vity not specified in the programme 
submitted to the Government due to 
any unexpected traffic demand or other 
special situation, it is permitted to do 
so provided a report is submitted to the 
Central Government subsequently in the 
prescribed maimer. 

Section 44 gives the" Centra! Govern-: 
ment power to make rules and parti- 
cularly with regard to the following 
matters namely: — - 

{a) the terms and conditions of 
service of the Government Mana- 
gers of the two Corporations, 
and such other categories of 
offices as may be specified from 
time to time; 

(5) the form in which the budget 
of the tw^o Corporations shall be 
prepared and submitted to the 
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Central Governnieiit; and, the 
form and manner . in which the 
accounts of the Corporations shall 
he maintained and in which ■ any 
returns or. statistics shall .be 
furnished; 

{c) the reports which shall be sub- 
mitted. to the .Corporation and 
the interTals within whiGh they 
should, he so submitted; 

{d) the maintenance of books of 
accounts; 

(e) the establishment and main- 
tenaiice of a fund by each of the 
Corporations for meeting any 
liability arising out of any act 
or omission in respect of which 
the Corporation may incur any 
liability to any third party ; 

(/) the provision of depreciation and 
other funds; 

(g) the prohibition of persons who 
are directly or indirectly affected 
in any subsisting contract with 
either of the Corporations from 
becoming or being employees of 
the Corporation; 

(li) the powers which may be exer- 
cised by either of the Corporations 
to facilitate the acquisition of 
any undertaking; 

(i) the issue of bonds of either of the 
Corporations to meet any com- 
pensation payable by it under 
the Act; 

(j) the training of employees of either 
of the Corporations or other persons 
and the fees which may in this 
discretion be charged therefrom; 

(^) the term of office and other 
conditions of service of the mem- 
bers of the Air Transport Council 
constituted under Section 30 of 
the Act; 

(1) the prohibition of any inter- 
ference with any air transport 
service or any property of the 
Corporation or of any inter- 
ference with or obstruction of 
any officer or employee of the 
Corporation in the performance 
of his duty; and 


(m) the punishment which. ^ shall'- not- 
exceed imprisoimieiit ' for -. three, 
months or fine, of rupees,, one, 
thousand . but 'which may consist 
of both such iraprisoiiment and, 
fine ill respect of ; any coiitraveii- 
tion of, the provisions of any 
■ rules made' under 'the Act., " 

State Bank of India , .. 

Section 18 says that the State' Bank 
is to he guided by such direction in 
matters of policy involving public, interest 
as the Central Government may, . in 
consultation with the Governor of the 
Beserve Bank and the Chairman of the 
State Bank give it. All such directions 
are to be given through the Beserve 
Bank and if any question arises wliethei' 
a direction relates to a matter of policy 
involving pubMc interest, the decision 
of the Central Government is final. 
The Central Government may, after 
consultation with the Reserve Bank 
remove from office the Chairman, the 
Yice-Chairman or any of the eight direc- 
tors nominated by it. Everyone wffio is 
to be so removed must be given an oppor- 
tunity to explain his case against removal. 
Section 41 gives Central Government 
special power to appoint at any time 
such auditors as it thinks fit to examine 
and report on the accoiintB of the State 
Bank. The Central Government may, 
after consultation with the Beserve Bank, 
make rules for the State Bank. 

Life Insurance Corporation 

In the discharge of its functions the 
Corporation is to be guided hj such 
directions in matters of policy involving 
public interest as the Central Govern- 
ment may give to it in widting; and if 
any question arises whether a question 
relates to a matter of policy involving 
public interest, the Central Govern- 
ment's decision is final. 

Rule-making pouter in all matters 
and particularly the following is given 
to the Central Government: — 

(а) the term of office ‘and conditions 
of service of members; 

(б) the manner in which the moneys 
and other assets belonging to any 
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...sueii, fciiid, as, is referred to ■■in 

, Section 8 ^of the Act (i.e, ■ -provi- 
, dent '.and siiper-annuation funds 
etc.) , .shall be appropriated 
.between the trustees of the fund 
, and ■the Corporation; 

: {c) the .semces .which the Chief 
agent, should have rendered ■for 
the purpose of the- proviso to 
^ Section 12 {i.e. transfer of services 
of existing employees of chief 
agents of insurers to the Cor-, ■ 
poration in certain cases at the 
time of nationalisation); 

{d) the Jurisdiction of the Tribunals 
constituted under the Act; 

{e) the manner in which, and the 
persons to whom, any compensa- 
tion under the Act may be paid; 

( / ) the time within which any matter 
which may be referred to a 
tribunal for decision under this 
Act may be so referred; 

(g) the manner in which and the 
conditions subject to which invest- 
ment may be made by the Cor- 
poration ; 

(A) the manner in which an Employees 
and Agents Relations Committee 
may be constituted for each 
zonal ofiice; 

(i) the form in which the report 
giving an account of the activities 
of the Corporation shall be 
prepared; 

(j) the conditions subject to which 
the Corporation may appoint 
employees; 

(i^) the fees payable under the Act 
and the manner in which they 
are to be collected; and 

{1) any other matter which has to be 
or may be prescribed. 

Central Warehousing Corporation 

Section 20 lays down that the Bireetors 
are to be guided by such instructions on 
questions of policy as may be given to 
them by the N C B W B. And if any 
doubt arises as to whether a matter is 
one of policy or not the decision of the 
JS" C B W B is final. Tfie latter is also 


empowered to remove, . at, any time in 
consultation with the Corporation and 
the previous approval .of the Central 
Government, the Managing Birector from 
office after giving Mm a reasonable 
opportunity for showing cause against 
the proposed removal. In the matter 
of audit .the -Central Government may, 
on the recommendations of the N- C B W B 
and after consultation with the Comp- 
troller and Auditor-General, at any 
time issue d.irections, -through the 
N C,B W B to the auditors requiring them 
to rejiort to it upon the adequacy of 
measures taken by the Corporation for 
the protection of its shareholders or 
creditors or upon the efficiency of their 
procedure in auditing the accounts of the 
Corporation and may enlarge or extend 
the scope of the audit or direct that a 
different procedure in audit may be 
adopted or direct that any other examina- 
tion may be made by the auditors if in 
the opinion of the Central Government it 
is required in pablic interest. 

The Central Government may make 
rules for the Corporation, providing for, 
among other things: — 

(a) the additional functions which 
the Corporation may perform; 

{b) the manner of election and nomina- 
tion of the directors of the Cor- 
poration and the period wdthin 
•which such directors shall be 
nominated or elected; 

(i;) the term of office of, and the 
manner of filling casuai vacancies 
among, and the remunercatioii 
payable to the directors of the 
Corporation; 

(^<J) the manner of choosing the 
directors on the Executive Com- 
mittee of the Corporation; 

( 5 ) the form of the annual state- 
ment of accounts and balance- 
sheet to be prepared by the 
Corporation; 

{/) the deposit of moneys of the 
Corporation in a scheduled bank 
or a Cooperative bank; and 

(g) the manner of issuing the shares 
of the Corporation, the calls to 


PUBI^IC CORPORATIONS 


73 .“' 


be made in respect, tliereof, and 
all ■ other, matters incidental to 
these shares. 

,¥I. .LABOUR Al^D PUBLIC RELATIONS 
Damodar Valley Corporation 

, There is no provision in the Act 
relating to labour relations. With regard 
to. public relations, .Section 1.0 provides 
for the appoiiitiiient of Advisory Com- 
mittees. 'It says that the Corporation 
may, from time to time,, appoint one 
o.r \. more . advisory committees .for the 
purpose of securing the efficient discharge 
of. the functio.iis of the Corporation, and ■ 
in particular for securing that these func- 
tions are exercised with due regard to 
the circumstances and requirements of 
particular local areas. 

Rehabilitation Finance Administration 

The Act does not contain any provi- 
sion regarding labour relations. There 
is, however, provision for the appoint- 
ment of an Advisory Board to advise 
the Administration on matters of policy, 
consisting of not more than fifteen 
members, nominated by the Central 
Government. Where necessary a Regional 
Committee to advise each branch of the 
Administration may also be constituted. 
Members of the Board hold office for a 
period of tv'o years unless earlier re- 
moved by the Central Government for 
any reason which appears to it to be 
sufficient. He may resign by vTiting 
to that effect to the Central Government. 
A member of the Board who has any 
interest, direct or indirect in any busi- 
ness, industry or concern to which any 
a*ssistance under Section 12 has been 
given or is to be given or acquires such 
interest at any time during the continu- 
ance of such assistance is immediately to 
disclose it to the Administration and is 
also barred from participating in the 
proceedings of the Board relating to such 
assistance. 

Employees’ State Insurance Corporation 

There is no provision in the Act 
either with regard to labour or public 
relations. However, the Act provides for 
the representation of employees and 
employers on the Corporation, Standing 
Committee and the Medical Benefit 


Council. 

Industrial Finance Corpoiation ■ 

^ Section 15 -of the Act says,' that .the 
Corporation may, from time ' to time, 
appoint one or more Advisory Committee 
or Committees for the purpose of .assisting 
the Corporation in the efficient performance 
of its functions, and in particular ' for ' the 
purpose of securing t.hat ' those functions 
are exercised with due regard to the 
circumstances of, conditions in, and 
requirements of particular areas or 
industries. 

Air Corporations 

The Act provides for the appointment 
of a Labour Relations Committee by 
each of the two Corporations consisting 
of the representatives of the Corporation 
and its employees. The number of 
representatives of the latter should not 
be less than that of the Corporation. 
Tt is the Committee’s duty to advise the 
Corporation on matters relating to the 
welfare of the employees or which are 
likely to promote and secure amity and 
good relations between the two. 

With regard to public relations the 
Act lays down that the Central Govern- 
ment shall constitute in consultation with 
the Corporation concerned an Advisory 
Committee consisting of such number of 
persons as it may think fit for the purpose 
of advising the Corporation in respect 
of such matters as may be referred to 
it by the Corporation or as may be 
prescribed. 

State Bank of India 

There are no provisions in the Act 
in regard to these matters. 

Life Insurance Corporation 

The Act provides for the appoint- 
ment by the Central Government for 
each zonal office of an Employee and 
Agents Relations Committee consisting 
of representatives of the Corporation 
and its employees and agents. The strength 
of the Committee is to be determined 
by the Government. However, the 
number of representatives of the employees 
and agents should not be less than the 
number of their counterparts from the 
Corporation. The Committee is to advise 
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tlid zonal Manager on matters which 
relate to the welfare of the employees 
and agents of the Corporation or w’’hich 
are likely to promoto and secure amity 
and good relations between them and the 
Corporation, 

Central Warehousing Corporation 

The Act does not contain any pro- 
vision relating to labour and public 
relations. 

VII. ANNUAL REPORTS 

Damodar Valley Corporation 

Section 43 prescribes that the Cor- 
poration is to submit an annual report 
within six months after the end of each 
financial year giving a true and faithful 
account of its activities during the pre- 
vious financial year, with particular 
reference to : — 

1. irrigation; 

2. water supply; 

3. electrical energy; 

4. flood control; 

5. navigation; 

6. afforestation; 

7. soil erosion; 

8. use of lands; 

D. resettlement of displaced popula- 
tion; 

10. sanitation and public health 
measures; and 

11. economic and social welfare of 
the people. 

The annual reports must also give 
a true and faithful account of the income 
and expenditure during the previous 
financial year, the net amounts attri- 
butable to each of the three main objects 
and the distribution of the capital cost 
between the three participating Govern- 
ments and also show the progressive 
totals from the inception of the Corpora- 
tion and the up-to-date financial results. 
The report is to be made available to 
each of the participating Governments 
by iSth October every year and placed 
before the Central and State Legislature 
concerned. The Corporation has also 
to prepare such other annual financial 


statements, in such foim and by such 
dates as may be prescribed. 

RehaMlitation Finance Administration , , 

Section 18 prescribes that the Adminis- 
tration should submit to , the ' Central 
Government a half-yearly report together 
with accounts and such other infomatioii 
and in such manner as may be prescribed . 
The report .is to be laid before Parliament. 

Employees’ State Insurance Corporation 

The' Coi*poration is to ' 'submit an 
annual report of^ its vrork and other 
activities the Central Government. 
The report, the audited account and the 
budget as finally approved by the Cor- 
poration are to be laid before Parliament 
and published in the official Gazette. 

Industrial Financa Corporation 

The Corporation is to submit to the 
Central Government and the Reserve 
Bank within three months of the close 
of the financial year a statement in the 
prescribed form of its assets and liabilities 
as at the close of the financial year to- 
gether with a profit and loss account 
and a report of the working of the Cor- 
poration during the year. Copies of these 
are to be placed before Parliament and 
published in the official Gazette. The 
Act also provides that the Corporation 
shall submit to the Central Government 
and the Reserve Bank at least once in 
every year or as frequently as the Govern- 
ment or the Reserve Bank may requhe 
a statement showing the classification 
of its loans guaranteed by it and under- 
WTiting agreements entered into by it. 

Air Corporations 

The two Corporations are reqiihed 
by the Act to submit to the Central 
Government, after the end of each finan- 
cial year, reports giving an account of 
theur activities during the previous finan- 
cial year, and also the activities, if any 
which are likely to be undertaken by them 
during the forthcoming year. The Central 
Government is to place before both 
Houses of Parliament. 

State Bank of India 

Section 40 says that the State Bank 
shall furnish to the Central Govern- 
ment and to the Reserve Bank within 
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two Hiontiis from tlie dates on which its 
accounts are closed and balanced, its 
balance sheet, together with the profit and 
loss account and the auditors report on 
the working of the State Bank during 
the . period covered, by the accounts. 
Life Insttrance Corporation 

After the end of each financial year, 
the Corporation is to submit to the Central 
Government . a report giving an account 
of its activities during the previous 
financial year, and the report is also to 
give an account of itS' activities, if any, 
which the Corporation is likely to under- 
take in the coming year. Besides Section 
26 prescribes that the Corporation shall. 
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every two years, cause an investigation 
to be made by actuaries into the financial 
conditions of the business of the Corpora- 
tion including a revaluation of its iiabh' 
lities and submit the report to the Central 
Government. These tvn reports and the 
report of the auditors are to be placed 
before both Houses of Parliament as 
soon as after such reports are received 
by the Central Government. 

Centra! Wa.rehoiisiiig CorpomtioB • 

The annual audit rapjort of the Cor- 
poration is to be submitted to the Central 
Government, which shall cause the same 
to be ixid before both Plouses of 
Parliament. 


CHAPTER I X 


Government Companies 
Companies Wholly Owned by Central Government 


1. OBJECTS 

Hiniestaii Steel (Private) Ltd. 

The Hnidiistan Steel (PriTate) Limited 
was ' re-registered on 1st April, 1.957, 
to construct, manage and administer the 
3 steel plants of Rourkela, Bhilai and 
Burgapur. This Company was formed 
two years ago to implement the Eourkeia 
Steel Project. Instead of creating two 
new Companies to manage Bhilai and 
Burgapur Steel Projects the Govern- 
ment of India have preferred to provide 
for the management of all the three Steel 
Projects by one Company, The object 
of the Company as mentioned in the 
Memorandum of Association is to carry 
on in India trades or business of iron 
masters, steel makers, steel converters, 
manufacturers of forro-manganese, colliery 
proprietors, engineers and iron founders 
in all their respective branches. 

National Coal Development Corporation 
(Private) Ltd. 

The National Coal Bevelopment Cor- 
poration (Private) Limited was formed 
on 5th September, 1956 with its registered 
office at Eanchi (Bihar), Pursuant to 
the recommendations of the Eailway 
Collieries Enquiry Committee and Esti- 
mates Committee (llth Eeport), it was 
decided by Government that the most 
suitable pattern of administration for 
the new set up dealing with production 
of coal in public sector be established in 
the form of a private Company. The 
objects for which the Company is esta- 
blished are to purchase, take on lease 
or in exchange or under amalagamation 
licence or concession or otherwise, acquire 
coal mines, coke plants, including plants 
for recovery of by-product and to explore 
prospect work, develop, administer, 
manage or control. 

Sindri Fertilizers and Chemicals 
(Private) Ltd. 

The Sindri Fertilizers was registered 
on the 18th Becember, 1961 to carry 


on all kinds of business relating to ferti*# 
iizers, heavy chemicals, cement, coke and 
their by-products and in ' particular, 
'to carry on the business of manufacturing, 
storing of fertilizers, etc. The Memo- 
randum of Association also provides 
the establishment, provision, maintenance, 
conduct' of research laboratories and 
experimental workshops for scientific and 
teehmcal research. 

Nanga! Fertilizers (Private) Ltd. 

The control and management of the 
Nangal Fertilizers Heavy Water Project 
were formally transferred to Messrs 
Nangal Fertilizers and Chemicals Private 
Limited on 27th February, 1956. The 
object of the Company is to manufacture 
and to carry on all kinds of business relat- 
ing to fertilizers, heavy chemicals, heavy 
water, cement, coke and their by- 
products and to undertake a project of 
ammonium nitrate at Nangal with an 
amiual capacity of 17,000 tons of nitrogen 
in conjunction with the production of 
Heavy Water. 

Heavy Electricals (Private) Ltd. ' ' * . 

In pursuance of the recommendations 
of the Heavy Electrical Equipment Pro- 
ject Enquiry Committee made in March, 
1955, the Government of India decided 
to set up the Heavy Electricals Private 
Limited at Bhopal on 29th August, 
1956 to manufacture heavy electrical 
equipment with the technical collabora- 
tion of Messrs. Associated Electricals 
Industries Limited of the United King- 
dom. The object of the company is to 
manufacture initially, turbines, generators, 
transformers, static capacitors, cheuit- 
breakers, switch boards, industrial motors, 
insulating materials of all varieties, etc. 

Neyveli Lignite Oerporaiion (Private) Ltd. 

The Corporation was set up on the 
14th November, 1956 to take over the 
Neyveli Lignite Project owned and con- 
ducted by the Government of India 
together with ail the rights and liabilities 
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of the Government of, India, so far as 
they, relate to the project. The objects , 
of the Corporation' are niiniiig, utilization 
and processing of lignite, gypsum' and 
other nainerais,^ trade and business of 
lignite m,iiies. 

Hindustan Machine Tools (Private) Ltd. 

' The' Company, was set up on 7th 
'FebruarjT-, 1953 to produce , initially '4000 
lathes per annum in the first ' stage of 
production. The other objects are to 
carry on in the business of iron founders, 
meclianicai engineers, , manufacture of all 
types of implements, machinery, machine 
tools, small tools, cutting tools and to 
deal in' machinery implements and hard- 
wares of all kinds and the maruifacture 
of milling machines, radial drilling 
machines, etc. 

Bharat Electronics (Private) Ltd. 

The Bharat Electronics was formed 
on 21st April, 1954 with its registered 
office in Jalahalli near Bangalore to 
produce electronics, radio, radar equip- 
ment and radio tubes and certain com- 
ponents. The other objects of the 
company are to design, develop and 
progressively manufacture electx*onics 
equipment, such as transmitters, oscilla- 
tors, amplifiers, surgical, medical and 
other appliances and instruments in- 
tended for electro and other therapy 
treatment. 

Western Shipping Corporation (Private) Ltd. 

The Western Shipping Corporation 
(Private) Limited was set up on the 22nd 
June, 1956, to purchase, charter, build, 
take in exchange or hire or acquire 
steam and other ships or vessels of any 
description in India and also to establish 
and operate transport services by water 
and land between India and other coun- 
tries of the world. 

Eastern Shipping Corporation (Private) Ltd. 

The Corporation was set up on 24th 
March, 195() in partnership with the 
Scindia Steam Kavigation Company 
Limited, Bombay who were appointed 
as its Managing Agents. The object of 
the Corporation is to purchase, charter, 
hire or otherwise acquire, sell, exchange, 
to establish;, maintain and operate trans- 


port services by water, .and' land between 
India and other coiiiitrie,S;of .the 'world. 

Government Telephones Board (Private) 

Ltd. 

It was registered as .a private 'limited 
Company .on ilth November,' 1940. ..The 
objects of the ' , Company ' , as ' , mentioned 
ill the Memorandum of Association, , are 
to acquire'. ' and hold 'shares, stocks, 
debenture .bonds, obligations and .secu- 
rities issued by Bombay Telephone C^o. 
Ltd., Bengal Telephone CJo. Ltd., .and 
Madras Telephone Co. Ltd., and to coordi- 
nate the different telephone companies 
in India under non-Government manage- 
ment and facilitate their acquisition by 
the Central Government. 

Export Risk Insurance Corporation 
(Private) Ltd. 

On the basis of the recommendations 
of an expert committee appointed in 1956, 
the Government decided to set up an 
Export Risk Insurance Corporation in 
July, 1957 as a private limited Company. 
It is intended to offer protection to 
Indian exporters in respect of certain 
risks, commercial and political, which 
are not normally covered by commer- 
cial insurance companies. The facilities 
offered by the Corporation assist the 
exxiorters to develo|) new markets. In 
setting u|) the Corporation, the Govern- 
ment have been actuated by the desire 
to place the Indian exporters on even 
terms with exporters of other countries 
who are aided by similar schemes in 
their countries. 

Hindustan Anti-biotics (Private) Ltd* 

The Penicillin Factory at Pimpri 
has been placed under the management 
of a private limited Company, viz., 
Hindustan Anti-biotics Limited with 
effect from 1st June, 1954. The factory 
commenced regular production from 1st 
August, 1955. 

Hindustan ' Cables (Private) Ltd. 

The Hindustan Cables (Private) Limited 
w^as registered in August, 1952 to manu- 
facture various types of communication 
cables intended to be used for trans- 
mission of telephones, tele^aph or high 
frequency signals by electricity, in order 
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to meet the requiremeEts, of the Indian 
Posts and Telegraph Department. The 
factory is ; located at Rupnarayanpnr, 
near , Chittaranjan in West Bengal. 

National Instraments (Private) LM, 

■ The Company, was registered on 26th 
June,' 1957., It .has 'been formed as a 
.result .of; conversion of Central Covern- 
meiit departmental undertaking under 
the control of the Ministry of Commerce 
and Industry. The factory was founded 
in 1830 for the maintenance and repair 
of precision instruinents for the use of 
various departments of the Government 
of India and the State Governments. 
The factory now undertakes repairs of 
akcraft instruments and of all types of 
electrical instruments as well. Work on 
the preparation of metals of pressure 
and vacuum guage has been undertaken 
during the year. 

National Projects CJonstruction Corpora- 
tion (Private) Ltd* 

The Corporation was registered on 
9th January, 1957. Its first job is the 
construction of two aqueducts in the 
Chambal Canal System. The Corporation 
%vouid facilitate the maximum utilisation 
of plant and machinery by transferring 
equipment from one project to another 
whenever feasible. 

National Industrial Development Corpora- 
tion (Private) Ltd. 

The Corporation was established on 
20th October, 1954, mainly as an ins- 
trument of Govornmont for securing a 
balanced and integrated development 
of industries in both private and public 
sectors. Its object is primarily to develop 
all industries, particularly those which 
are necessary to fill up gaps in the in- 
dustrial structure. Secondly, it has been 
set up to act as the agency of Govern- 
ment for the grant of loans to the 
industries which the Government 
may desire to assist on account 
of their special importance to the economy. 

Hindustan Insecticides (Private) Ltd. 

The factory %vas established on 1st 
April, 1964 by the Government at Delhi 
with the technical and financial assistance 


of WHO (now UNTAA) and UOTCE? 
in order to carry o.n the business relating 
to D.D.T.' and its formulations, insec- 
ticides, chemicals and their by-products. 

State Trading Corporation (Private) Ltd. 

The Corporation was set , up" on 18th 
May, 1956 to organise and effect exports 
from and imports .into India, of ail. such 
goods and commodities as the Company 
may, from time to time determine. 
It mainly seeks to solve trading problems 
and difficulties and to utilize existing 
trade channels in the effort to procure 
essential imports on an economical 
basis and to broaden and enlarge the 
scope for India’s exports. 

National Research Development Corpor- 
tion (Priva,te) Ltd. 

The Corporation was set up on 31st 
December, 1953. The main functions 
of the Corporation are to stimulate 
development of patents and innovations 
arising out of researches conducted in 
research institutions financed out of 
public funds and where feasible in the 
public interest all patented innovations 
from individuals also. 

National Small Industries Corporation 
(Private) Ltd. 

In pursuance of the recommendations 
of the Ford Foundation International 
Planning Team on Small Scale Industries 
which came to India, towards the end 
of 1953, the Corporation was registered 
as private limited Company on the 4th 
February, 1955. The objects of the 
Company are the procurement of Govern- 
ment contracts, primary as wall as such 
contracts for execution by small indus- 
trial units; supply of machinery on hire 
purchase basis to small scale industries; 
marketing service for the production 
and construction and management of 
industrial estates at Okhia and Allahabad. 

Nahan Foundry (Private) Ltd. 

The Nahan Foundry was incorporated 
on 20th October, 1952 and the Govern- 
ment of India transferred the Nahan 
Foundry to the company from 1st January 
1953. Its works are laid out for the 
mass production of cane-crushers, sugar- 
boiling pans and other misoeiianaous 
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Utensils., It is a Kcencee for the supply 
of electricity ' to ■ tile town of Nahan. 
It lias also a printing press wMcii, meets 
the' entii’e demands of printing for' the 
foundry. 


Hindiislan Housing Factory (Private) Ltd* ■ 

, The Hindustan' Housing ' Factory 
■(Private) Limited was incorporated 'on 
,,.27th January, 1953. in pursuance ,of an 
agreement between the Government of 
India and Messrs. Basakha Singh Wallen-, 
borg Limited, The main object of forming 
the Company was to put to profitable 
use the fixed assets (valued at Bs. 50 
lakhs) of the old Government Housing 
Prefabricated Factoiy. Because of 
shortage of capital and company’s con- 
tinuing to sustain losses, Government’s 
agreement with the firm was terminated 
at the latter’s request and the Govern- 
ment took over the management with 
effect from I6th August, 1955. ^ 

2. BOARD OP DIRECTORS 
ESndustan Steel 


J. Apfointmmt: 

The President has a right to appoint 
all the Directors, 


Manager or a legal or" technical 
adviser or •. a banker, ' or 

{d) lie absents . liimself from three 
consecutive meetings of the Direc- 
tors or from 'all meetings of the 
Directors for a continuous period 
of , three ■, months' whichever is 
longer without leave of absence 
from the Board of Directors, or ■ , . ' 

(^) he or any firm of which he is 
a partner or any Company of 
which, he is a member or ■'Direc- 
tor accepts a loan or guarantee 
from the Company in contraven- 
tion of Section 295 of the Act, or 

(/) he acts in contravention of Sec- 
tion 297 of the Act, or 

[g] he suspends payment to or 
compounds with his creditors, 
or 

(/^) he resigns office by notice in 
writing addressed to the Com- 
pany or to the Directors. 

5. Remuneration: 

Salaries and allowances are fixed 
by President. 

6. Tenure: 


2, Number: 

The President has a right to determine 
the number. At present there are 10 
Directors. 

3. Qualifications: 

Directors are not required to hold 
any qualification shares. 

4. Disqualifications: 

The office of a Director shall be vacated 
.if:--'"', 

[a) he is found to be of unsound 
mind by a Court of competent 
jurisdiction, or 

{h) he is adjudged an insolvent, or 

(c) he or any firm of which he is 
a partner or any private Com- 
pany of which ho is a Director, 
without the sanction of the Com- 
pany in General Meeting accepts 
or holds any office of profit 
under the Company other than 
that of Manager or General 


Period of office is determined by 
President. 

7. Powers of Board Directors: 

1. General powers of Company vested 
in Dircetors: The business of the 
Company shall be managed by 
the Directors who may pay all 
expenses of getting the Company 
registered and may exercise all 
vsuch powers and do all such 
acts and things as the Company 
is by its Memorandum of Asso- 
ciation or otherwise authorized 
to exercise. 

2. Specific poivers given to Directors: 

(a) to acquire property; 

(5) to pay for property in debentures 
etc; 

(c) to open accounts with any bank 
or bankers or with any Company, 
firm or individual and to pay 
money into and draw money 
from any such account from 
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' time to time as tlie Directors 
, may.tlimk fit;' 

(d) to secure contracts by mortgage; 

' {^) to .refer to arbitration; 

(/) to invest and deal with any of 
the moneys of the Compaiw 
not iinm.ediately requhed for the 
purposes , thereof, upon such 
securities and in such manner 
as they may think fife and from 
time to time to vary or realise 
such investments; 

(g) to give to any Director an in- 
terest in any particular business 
or transaction either by w’ay of 
commission on the gross expendi- 
ture thereon or otherwise or 
a share in the genei'al profits 
of the Company, and such in- 
terest, commission or share of 
profits shall be treated as a 
part of the working expenses 
of the Company ; 

(h) to give bonus; 

(z) to create providerifc fund; 

(j) to create depreciation and other 
funds; 

(^) to appoint officers on the maxi- 
mum pay of less than Es. 2,000^; 

(l) to establish local Boards; 

(m) to enter into contracts; 

(n) the Directors may, from time 
to time, pay to the members 
such interim dividends as in 
then judgment the position of 
the Company justifies. 

(o) the Directors shall make out 
and attach to every balance sheet 
a report with respect to the 
state of the Company’s affairs, 
the amount, if any, which they 
recommend should be paid by 
way of dividend and the amount, 
if any, which th^ propose to 
carry to the Reserve Bund, General 
Reserve or Reserve Account shown 
specifically on the balance sheet 
or to a Reserve Fund, General 
Reserve or Reserve Account to 
be showm specifically in a subse- 
quent balance-sheet. 


8. Chairman: 

The Ciiairnian is appointed , by the 
President of I,iidia. 

9. Powers of Chairman: ' 

Chahman will reserve for the decision 

of the President any proposals or, decisions 
of the Directors, in respect of folloiving: 

[a) any,'' programme . of capital ex- 
penditure for an aiiiomit ex- 
ceeding Rs. 40 lakhs. 

{h) winding up of Company; 

ip) any 'matter vAioh in the opinion 

'* of*” the Director be of such im- 
portance as to be reserved for 
President’s' approval; 

(i) any other matter which in the 
opinion of the Chairman be of 
such importance as to he reserved 
for Presid 0 :ot’s approval. 

National Coal Development Corporation 

J., Appointment: 

President has the powder to appoint 
Directors. 

2. Ntmiher: 

Number of Directors is determined by 
President. The present number is 10. 

3. Qualification: 

Share qualification is not required. 

4. DisquaUfication: 

Same as in case of Hindustan Steel 
(Private) Limited. 

5. Tenure: 

At every annual general meeting 
of the Company the Directors except 
the Chairman and Managing Director 
shall retire from office. The Chairman 
and Managing Director retire only on 
ceasing to hold the office of the Chairman 
and Managing Director respectively. A 
retiring Director is eligible for reappoint- 
ment. 

6. Remuneration: 

Salary and allowances are determined 
by President. 

7. Specific Powers: 

The Directors have the specific powers: 

X. to acquire property; 
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2, ' to undertake works ■ of capital 
. .nature npto Bs. 20 ■ lakhs; 

3, to, pay .for property in debentures 
' etc; 

4, to 'Secure contracts by mortgage; 

t5, to appoint officers on a salary 
of less than Rs. 2^000 per month. 

6. to appoint trustees; 

7. to :in¥est moneys in the Reserve 
Bank of India or in such securities 
as may be appiwed by the Presi- 
dent; 


to be reserved for the decis,ioa of the 
Central Govemmant' .and ■ '.no, 'daclsio'a 
on such an importa,nt issue, shall be .taken 
in, the abs8.nce of .the Chairmaii appointed, 

by the President.' 

In respect of matters resarvad. by the 
Chairman , for dec!sio,n of the Central 
Government, if the Central, Govennnent’s 
views be not received' within a period^ 
of two months, the Directors shall be 
entitled to act in accordance .with the 
proposal or decision without further 
reference to the Centra! Government. , 


8. to give' security by way of in- 
demnity; 

9. to give commission on the profits 
of any particular business trans- 
action subject to President’s 
approval ; 

10. to give bonus; 

11. to create Provident Fund subject 
to approval of President; 

12. to establish Local Boards for 
managing any of the affairs of 
the Company; 

13. to sub-delegate powers subject 
to ultimate control and authority 
being retained by them; and 

14. to create Reserve Fund, Contin- 
gency Fund or Depreciation Fund, 
subject to such directions as 
may from time to time be issued 
by President. 

Chairman: 


S. 


■ 9. Managing Director: , 

(1) The President may appoint one 
of ■■ the Directors to be the Managing 
Director who shall be a whole time 
employee of the Company or a Board 
of Management consisting of two or 
more Directors, for the conduct of manage- 
ment of the business of the Company 
subject to the control and supervision 
of the Board of Directors. The Managing 
Director or the Board of Management 
so appointed may be authorised by the 
Board to exercise such powers and 
discretion in relation to the affairs of the 
Company as are specifically delegated 
to Mm/it by the Board and are not re- 
quired to be done by the Board of Direc- 
tors or the Company at the general 
meeting under the Act. 

(2) The Managing Director shall be 
paid such salary and allowances as may 
be fixed by the President. 


The ft^ident may nominate a I>irec-N^ The Directors have the specific power 

as Chairman of the Director s meet- i r 


Powers of the Board of Directors 


tor 

ings and determine the period for which 
he is to hold office. If no such Chairman 
is nominated, or if at any meeting the 
Chairman is not present within 15 
minutes after the time for holding the 
same, the Directors present may choose 
one of their number to be Chairman of 
the meeting. 

The Chairman shall reserve for the 
decision of the Central Government any 
proposals or decisions of the Board 
of Directors or any matter brought 
before , the Board which raises, in the 
opinion of the Chairman, an important 
issue and which is on that account 


to : — • 

1 . 
2 . 


acquire property; 

undertake works of capital nature 
up to Rs. 20 iakshs; 

3. pay for property in debentures 
etc; 

4. secure contracts by mortgage; 

5. appoint officers on a salary of 
less than Rs. 2,000/- per month; 

6. appoint trustees; 

7. invest meneys in the Reserve 
Bank of India or in such securi- 
ties as may be approved by the 
President; 
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8. give security by way of indemnity; 

0. ' give commission on tbe profits 
of any particular business traix-^ ■ 
saction subject to President’s 
approval;" 

10. give, bonus; 

" 11 . create Provident Fund subject 
to approval of President; 

12 . establish Local Boards for manag- 
ing any of the affairs of the 
Company; 

13. sub-delegate powers subject to 
ultimate control and authority 
being retained by them; and 

14. create Reserve Fund, Contingency 
Fund or Depreciation Fund stib- 
ject to such directions as may 
from time to time be issued by 
President, 

Siiidri Fertilizers and Chemicals 

1. Appointment: 

Same as in National Coal Develop- 
ment Corporation. 

2. Number: 

There are 11 Directors including 
Chahman and Managing Director. 

3. Qualifications I Same as in 

4. Disqualifications I National Coal 

5. Tenure ( Development 

' _ \ Corporation. 

6. RenmneraUon j 

7. Powers of Board of Directors: 

Same as in National Coal Development 
Corporation mth the following exception: 

The Board of Directors have the 
power to authorise the undertaking of 
works of a capital nature subject to the 
condition that all cases involving a 
capital expenditure exceeding Rs. 10 
lakhs shall be referred to President 
for his approval before authorisation. 

8. Chairman and Managing Director : 

Same as in National Coal Develop- 
ment Corporation mth the exception 
that ‘‘Pow^ers of Chairman” have not 
been defined. 

ifanga! Fertilizers and Chemicals 

There are 10 Directors. Other provi- 
sions are the same as in Sindri Fertilizers 
aoad Chemicals. 


The powers' of the Chairman have 
been defined as follows: 

Chairman shall reserve for the 
decision of the Central Government any 
proposals brought before the , Board 
which raises, in the opinion of the . Chair- 
man, an important issue and which is 
on that account fit to he reserved for 
the decision of the Central Government.” 

Heavy Electricals 

Same as in Nangal Fertilisers and 
Chemicals; 

Neyveli ' Lignite Corporation 

Same as in Nangal Fertilisers and 
Chemicals; 

Hindustan Machine Tools 

The Articles of Association provide 
that the President has a right to appoint 
all the Directors with the exception of 
two Directors to be appointed by the 
Oeriil?:on Machine Tools Works of Swit- 
zerland. However, on the basis of new 
agreement, the capital participation of 
Messrs. Oerlikon Machine Tool Works 
has been terminated and the Govern- 
ment of India have bought up the shares 
owuied by the above firm. Revised agree- 
ments have been concluded on 20th 
July, 1956 whereby the Swiss firm also 
ceases to have the right to nominate 
tw’-o Directors on the Board. The present 
number of Directors is 9. 

Other conditions are same as in 
Siiidri Fertilisers and Chemicals. Here 
again ' ‘Powers of Chairman” are not 
defined. 

Bharat Electronics 

There are 9 Directors including the 
Chairman and the Managing Director. 

Other conditions are same as in 
Sindri Fertilisers and Chemicals with the 
exception that ‘ ‘Directors appointed by 
President shall hold office until removed 
by him.” Thus they do not retire every 
year as provided in the Articles of Asso- 
ciation of Sindri Fertilisers and Chemicals. 

Powers of Chairman are not defined. 
Western Shipping Corporation 

1. Appointment: 

President has the power to appoint 

Directors. 
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2 . Number: 

Humber of Birectors is 6. 

3. Qmlifications , 1 No mention in 

ytbe Articles 

4. Disq^mUficaiions j of Association. 

5 . Tenure: 

Tbe' President will determine the 
period of office. 

6 . Remuneration: 

It is determined by tbe President from 
time to time. A Director being a Govern- 
ment servant is not entitled to any re- 
muneration unless otherwise provided. 

7. Powers of the Board of Directors . 

Specific powers are not defined in 
the Articles of Association. 

8. Chairman: 

Central Government shall appoint one 
of the Directors as Chairman of the 
Board. 

The Chairman may, on his own, and 
shall when requested, by the Managing 
Director in writing, reserve for the consi- 
deration of the Central Government the 
foliomng matters relating to the working 
of the Company. 

(a) calling up the unpaid capital 
or increasing the authorised capi- 
tal of the Company or issuing of 
any unissued shares forming part 
of the original authorised capital 
or forming the whole or part of 
any increase of capital in the 
event of any increase in capital 
beyond the original authorised 
capital of Es. 10 crores; 

{h) {i) mxj proposal to borrow at 
a time exceeding Es. 15 lakhs; 

{ii) any proposal to borrow which 
mil increase the aggregate of 
such individual borrowings to 
an amount in excess of 25 per 
cent of the then paid-up capital 
of the Company, or Es. one 
crore whichever is less; 

[iU) Any proposal to borrow at a 
rate of interest exceeding the 
Eeserve Bank rate by more than 
1 per cent per annum, if the 
Managing Director considers that 


such a rata of interest is unduly 

high: 

■ ■ {iv) any proposal for action,, relat- 
ing to the redaction of capital. 

(v) any proposal for investment 
in a particular typ.© of security 
or shares, if such investment" 
exceeds, Es. 10 lakhs. 

(c) issue of Debentures; 

(d) acquisition, construction or sale 
of vessels involving an amount 
exceeding Es. 10 lakhs; 

(e) any other single item of expen- 
diture exceeding Es. 10 lakhs; 

(/) finding up of the Company; 

(g) any important matter relating 
to the Company’s establishment; 
and 

(h) any other matter which in his 
opinion involves an important 
issue of general policy. 

No action shall be taken by the Com- 
pany in respect of any matter reserved 
for the consideration of the Central 
Government as aforesaid until its approval 
to the same has been obtained. 

9. Managing Director: 

Central Government may aj^point one 
of the Directors as Managing Director. 
The general management of the business 
of the Company, subject to the control 
and supervision of the Board, shall be 
in the hands of the Managing Director 
of the Company who shall have power 
and authority on bahalf of the Company 
to make all purchases and sales and to 
enter into all contracts and to do all 
other things usually necessary or desira- 
able in the management of the affairs 
and business of the Company or in carry- 
ing out its objects and shall, subject to 
such control and supervision of the 
Board, have power to appoint and em- 
ploy in or for the purposes of the transac- 
tion and management of the affairs 
and business of the Company or other- 
wise, for the purposes thereof and from 
time to time, to remove or suspend such 
solicitors, managers, secretaries, experts, 
officers, captains, engineers, clerks, muc- 
cadans and other employees as they 
shall think proper, with such powers and 
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duties' and upon such terms a'S to duration 
of ' employment, ' remuneration or other- 
wise as they, shall think fit; provided that 
the Managing Director shall ■ not except ' 
with the previous approval of the Board 
exercise any power under this Article 
in respect of any of the matters reserved 
for the consideration of the Central 
Goveimment. 

Eastern Shipping Corporation , 

Details are not available as the 
Articles of Association are under revi- 
sion consequent on the termination of 
Managing Agency of Scindias* At 
present ' there are 7 Directors. 

Government • Telephones Board 

I, Appointment: 

The founder has a right to appoint 
Directors. 

2. Number: 

At present there are 5 Directors. 

3. Qualifications: 

The Directors are not required to 
hold any qualification shares. 

4. Disqtialificatm^^^ 

Same as in case of other Companies. 

5. Tenure: • 

The founder may by notice in writing 
to the Company ramoVe any Director. 

6. Remuneration: 

The founder may fix the remunera- 
tion from time to time. 

7. Powers: ' 

The Articles of Association provide 
that Articles 71, 74 and 75 of Table A 
of Companies Act, 1013 shall apply. 

8. Chairman: 

The founder may appoint a Director 
as Chairman and determine the period 
for wdiich he is to hold office. 

Export Risk Insurance Corporation 

1. Appointment: 

The President is authorised to nomi- 
nate Directors. 

2. Number: Seven, 

3 . Quail fic aiions: 

No share qualification is required. 


4. DisqtmUfimtions: Not specified. 

5. Tenure: 

The President may at .any time '.re- 
move any 'Director. 

6. Remuneration: 

The. remuneration shall be deter- 
mined by President from time to time. 
The remuneration of the Directors shall, 
in so far as it consists of a monthly 
payment, _ be deemed to accrue fi*om day 
to day.. In addition, they may be paid 
all travelling, hotel and other expenses 
properly incurred by them in connection 
with the meetings. 

7. Powers: 

(1) The Board of Directors may make 

bye-law'S in respect of the follow- 
ing matters. 

(a) duties and conduct of officers, 
employees and agents. 

{b) the matter to be referred to the 
Advisory Council, the calling 
of meeting of Advisory Council 
and generally ail matters re- 
lating to Advisory Gouncil. 

(2) The Board of Directors shall have 
the power to: 

(a) fix maximum credit and contract 
limits up to dvMcli risk on any 
individual buyer can be covered; 

{h) fix limits up to which goods can 
be exported by an exporter 
to buyers without their limit 
being approved by the Corpora- 
tion; and 

(c) fix a limit up to wffiich a contract 
can be entered into with an 
exporter. 

(3) The Directors may borrow from 

time to time at their discretion 
provided that the total amount 
of money so borrowed will not 
exceed five times the paid-up 
capital of the Corporation. 

Hindustan Cables 

There are eleven Directors. Other 
provisions are the same as in Sindri 
Fertilisers and Chemicals. 
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National Instrumeiits (PriYate) Ltd. 

Tliere are ten Birectors. Otlie-r pro- 
'tnsions , are ,tlie , same as in National 
Coal Bevelopinent Corxjoratioii with the 
foIloiYiiig exception with regard to the 
powders of tho' Bkectors: 

'(1) All cases iiivolwing' , a ^ capital 
expenditure exceeding Bs. . o 
iakhs shall be referred to the 
President for his approval before 
, anthorisation. 

. , (2) Ho' ".appointment^ the , maximum 
pay of which is Bs. I5OOO/- 
or more per mensem shall be 
made without the prior approval 
of the President. 

National Projects Construction Corporation 

There are ten Birectors and they hold 
office until removed by the President. 
Other provisions are the same as in case 
of Sindri Fertilisers and Chemicals with 
the following exception; 

The first Managing Bkector has been 
appointed only for 3 years by the Presi^ 
dent but the subsequent appointment 
of the Managing Birector shall be made 
by the Board of Biroctors. 

National Industrial Development Cor- 
poration 

1. Appoinimeni: 

The President is authorised to appohit 
all the Birectors. 

2. Number: 


, ■ . ■ ■■ Qualifimtions: 

, Same , as in Hindustan, >SteeL 


5. Tenure: ■ . 

The President is entitled from time 
to time to remove any Birector. 

6. Remuneration: 


7. Powers: 

Except the general powers, no special 
powers have been laid down in the Articles 
of Association. 


8. Chairman: 

The Chairman is appointed by the 
President.' He shall reserve .for the approval 
of the President any proposals or decisions 
of the Birectors in respect of the fo'iiow^- 
ing matters, namely, 

(a) increasing' or reducing the issued 
capital' of the 'Company;' ■■ 

( 0 ) granting 'by the Company, of a 
loan or the' giving of a guarantee 
or any other filnancial assistance 
to any one particular concern 
of an aiiiouiit ' exceeding Bs. 
1 crore; 

(c) winding up of the Company; and 

{d) any other matter which in the 
opinion of the Chairman be of 
such importance as to be reserved 
for the approvaJ of the President. 

Hindustan Insecticides 

The present number of Directors 
is nine. Other inovisioris are the same 
as hi Sindri Fertilisers and Chemicals 
with the exception of the following: — 

The Board of Birectors have the power 
to authorise the undertaking of w’-orks of 
a capital nature subject to the condition 
that all cases Involving a capital expendi- 
ture exceeding Es. 5 lakhs shall be ref- 
erred to the President for his approval 
before authorisation. 

State Trading Corporation 

The present number of Birectors is 
seven. The Articles of Association do 
not provide ^‘Bisq 11 aliiicat'ion of Directors.'’ 
Other provisions with regard to appoint- 
ment, qualifications and tenure are tlie 
same as in case of Sindri Fertilisers and 
Chemicals. 

The remiineratit)!! <d’ the Directors, 
according to the Articles of Associa- 
tion, shall in so far as it consists of a 
monthly payment, be cleemed to accrue 
from day to day. In addition, the Direc- 
tors may also be paitl all travelling, hotel 
and other expenses properly incurred 
by them in attending the meetings. 
Powers of the Board 

No specific powders of the Board are 
provided in the Articles of Association. 

The general powers are; — » 


There are .15 Bnectors. 


■ 'Disqualifications: ■' 

Same as in Hindustan' Steel,. 


Same as in Hindustan Steel. 
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(а) The Board of Directors may 
appoint a Secretary (a Director 
may bo' appointed as Secretary) 

. for such time and at such re- 
muneration and conditions as 
they think fit. He can also be 
removed by the Board. 

(б) The Board may before recom- 
mending any dividend set aside 
out of the profits of the Company 
such sums as it thinks proper 
as a reserve or reserves. 

There is provision for the appoint- 
ment of Chaiiman and Managing Direc- 
tor by the President but there is no 
mention about their powers, tenure, 
salaries or allowances etc. 

National Research Development 
Corporation 

1. Appointment: 

It is provided in the Articles of Associa- 
tion that the President shall appoint 
all the Directors from amongst persons 
having had experience in science, tech- 
nology, industry, finance, commerce, 
administration or the acquisition or 
disposal of rights in inventions but no 
persons who is a Member of Parliament 
or State Legislature shall bo so appointed. 

2. Number: The present number of 
Directors is seven. 

3. Qualifications ^ Same as in 

4. Disqualificaitons ^ Govemmenr 

5. Remuneration J Companies. 

6. Tenure: The Directors shall hold 
office for a period of 3 years or such shorter 
period as the President may specify. 

7. Powers: 

[a) to acquire propei‘ty; ^ 

(h) to authorise the undertaking of 
works of a capital nature, sub- 
ject to the condition that all 
cases involving a capital ex- 
penditure of exceeding Bs. 6 
lakhs shall be referred to the 
President for his approval before 
authorisation; 

(c) to appoint officers etc., provided 
that no appointment, the maxi- 


mum pay of which is Rs. 2,000/- 
per month or more shall be 
made without the prior approval 
of the President; ■ 

(i) to appoint trustees ; 

(^) to invest moneys ; 

(/) to give percentage ; 

ii) to give bonus ; 

{h) Subject to the approval of the 
President, to set aside such por- 
tion of the profit of the Company 
as they may think fit, . to form, 
a fund to provide for such pen- 
sions, gratuities or compensa- 
tions or to create any provident 
or benefit fund in such manner 
as the Directors may debm fit ; 

(i) to establish local board ; and 

(j) to sub-delegate powers. 

8. Chairman: Chairman is appointed 
by the President for a period to be deter- 
mined by the latter. 

9. Managing Director: On the advice 
of the Board of Directors the President 
may appoint one of the Directors to be 
Managing Director and is authorised to 
exercise such powers as are delegated by 
the Board. He will be paid such salary 
and allowances as may be fixed by Direc- 
tors. It is also provided in the Articles 
of Association that the Managing Direc- 
tor is not authorised to 

(1) make calls on shareholders in 

respect of moneys .unpaid on 
shares; 

(2) borrow moneys except limit fixed 
by the Directors at a Board 
meeting; 

(3) invest the funds of the Company; 

and 

(4) make loans. 

National Small Industries Corporation 

The number of Directors in the hold- 
ing Company is nine. In the other four 
subsidiary Companies the number of 
Directors is four. The other provisions 
with regard to Directors of the holding 
Company are the same as in case of 
Nangal Fertilisers with the following 
exceptions: 
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B7: 


Specific powers of, the Board are not 
mentioned in tlie Articles of. Association. 

CJtmrfnmt: G,liairn 2 aiii is appointed 

by the President. According to the 
Articles of Association^ .the Chairman 
shall reserve' for the approval of the 
President . some proposals or , decisions 
asmentioned in the Axticles of Association 
of the National Industrial Beirelopment 
Corporation mth the following exception: 

■ President’s approval is essential in 
respect of granting by the Company 
of a loan or the giving of a guarantee 
or any other .financial assistance to any 
one particular concern, of an' amount 
exceeding Es. 2,5 lakhs (in case of National 
Industrial Development Corporation the 
limit is Es. 1 crore). 

Managing Director: Same as in case 
of Sindri Fertilisers. 

Note: The Managing Director of the 

holding Company is also Managing 

Director of the four subsidiary Com- 
panies established in Delhi, Bombay 

Calcutta and Madras. 

Nahan Foundry 

There are at present 8 Dkectors. 
Provisions in the Articles of Association 
are the same as in case of Sindri Ferti- 
lisers and Chemicals Avith the following 
exceptions: 

(1) The Directors appointed by Presi- 

dent hold office until removed 
by him. 

(2) The Board is authorised to under- 
take works of a capital nature 
subject to the condition that 
all cases involving a capital 
expenditure exceeding Es. 50,000, 
shall be referred to President 
for his approval before authorisa- 
".tion. 

(3) The Board is authorised to appoint 
or remove any officer provided 
that his maximum pay is less 
than Es. 500/- per month. 

3— FINANCE 

Hindustan Steel (Private) Ltd. 

General: The authorised capital of 
the Company is Es. 300 crores. The 
Government have so far advanced loans 


'amounting to Es. 1,0. crores to, the Eour- 
kela Steel .Pro,jeet,' Provision of a further 
sum of Es. 2,5 crores as loan 'and Es. .9 
crores as share capital has been, made 
in the cuiTent year’s Budget., The .total 
cost of the plant is estimated at' Es. ,170. 
crores.,' The cost of the B.hilai .plant, is 
estimated atEs. 13,1 crores. So far ^Es. 5.5 
crores have bean spent on the; proje'ct. 
A provision of ,Es. 63.33 crores has' been 
made in Budget Estimates l§57-5,8. 
The Durgapur Steel Works is' estimated 
to cost Es. 138 crores, (excluding the 
township) out of which the cost of plant 
and equipment from the U.K. will be 
about Es. ,85 crores. A .sum of Es. ,9.5, 
crores has so far been spent on the 
Project. Total expenditure in 1956-57 
is estimated at Es. 16 crores. A provision 
of Es. 35.5 crores has been made in the 
Budget Estimates 1957-58. 

Borrowing Powers: The Directors 

may from time to time borrow, subject 
to approval of President, any sum of 
money for the purposes of the Company. 

National Coal Development Corporation 
(Private) Ltd. 

General: The Corporation is registered 
with an authorised capital of Es. 50 
crores entirely owned by the Govern- 
ment of India. The subscribed capital 
has been fixed at Es. 16 crores. The 
Government have transferred the manage- 
ment and membership of the Govern- 
ment Collieries including aU assets and 
liabilities to the Corporation with effect 
from 1st October, 1956 and necessary 
funds have been made available to the 
Corporation for its further requirements 
during the current year. 

Borrowing Powers: Same as in case 
of Hindustan Steel (Private) Ltd. 

Sindri Fertilisers & Chemicals (Private) Ltd. 

General: The Company was i*egistered 
with an authorised capital of Es. 30 
crores wholly owned by Central Govern- 
ment. The latter has subscribed Es. 17 
crores towards the share capital. The 
Company entered into a contract with 
Messrs. Montecantini Mialan, Italy, for 
the setting up of 2 Nitrogenous Fertilisers. 
The Government of India have decided 
to advance a sum of Es. 7 crox*es to the 


88 


sTATB m india 


Sindri Fertilisers & 'CIiemicals for imple- 
menting til© Scliem© and a balance of 
Es. 4 crores liave to be met by Company 
from its rosoiirces. The total govern- 
mental expenditure from 1956-57 onward 
will be roughly Es. 4.42 crores. 

Borrowing: Same as in case of Hindus- 
tan Steel (Private) Ltd. 

Nargal Fertilisers & Chemicals (Private) 

m 

General: The Company has been set 
up with an authorised capital of Es. 30 
crores. This is a cent per cent . Central 
Government conceni. Its subscribed 
and paid-up capital is Es. 2388.84 lakhs. 
Provision of Es. 179 laldis has been 
made in the revised Estimate 1956-57 
and Es. 200 lakhs in the Budget Estimate 
1957-58. • 

Borrowing: Same as in case of Hindus- 
tan Steel (Private) Limited. 

Heavy Electricals (Private) LM. 

General: The authorised capital of 
the Company is Es. 30 crores. The assets 
and liabilities of the Government of India 
in respect of Heavy Electrical Equipment 
Project have been transferred from 1st 
October. 1956. In the Budget Estimates 
for 1956-57 a provision of Es. 36.5 lakhs 
was made for this project. After the forma- 
tion of the Company an amount of Es. 24 
lakhs is being made available to the 
Company as share capital. Expenditure 
during 1957-68 on this project is estimat- 
ed to Es. 1 crore and provision has been 
made in the Budget Estimates. 

Borrowing: Same as in case of Hindus- 
tan Steel (Private) Limited. 

■Key veil Lignite Corporation (Private) Ltd, ' 

General: The authorised share capital 
of the Company is Es. 25 crores. The 
capital subscribed by the Central Govern- 
ment amounts to Es, 6377 lakhs. Govt, 
have accepted in principle the execution 
of the Integrated Lignite Project at an 
estimated cost of Es. 68.8 crores. The 
revised Estimates for 1956-57 provide 
for Es. 4.24 lakhs and the Budget 
Estimates for 1957-58 provide for Es. 
43GO lakhs. 

Borrowing: Same as in Hindustan 

Steel (Private) Ltd. 


Hindustan Maeliin,e Took' (Private) Ltd, 

General: The .authorised x;apital of the 
, Company is Es. 12 croreS' and the subs- 
cribed capital Pi-s. 390 lakhs ' wholly 
subscribed by Government. ,TJp to last 
year, out of the share capital of Es. 390, 
lakhs. Government share' amounted to 
Es. 360 lakhs and the balance subscribed 
by Messrs. Oexiikons, the technical con- 
sultants of the factory.' It was decided 
during the year to terminate the capital 
participation of Messrs. Oerlikons by 
purchasing the shares owneci by .themfin 
the Company. However, Messrs. Oerli- 
kons continue as Technical consultants 
to the Factory. A provision of Es. 120 
lakhs (Es. 76 lakhs for loan & Es. 45 
lakhs for share capital) has been made 
in the Revised Estimates 1956-57 and 
Rs. 80 lakhs in the Budget Estimate 
1957-68. 

Borrowing: Same as in case of Hindus- 
tan Steel (ftivate) Ltd. 

Bharat Electronics (Private) Ltd.. 

General : The concern is registered 
with an authorised capital of Bs. 10 
crores to be subscribed by the Govern- 
ment of India. 

The authorised capital comprises of:— 

[a] investment on capital assets 
excluding payment to the French 
collaborating firm — ^Rs, 7 crores ; 
and 

(5) working capital paid-up Capital 
Es. 343.75 lakhs Govtk, share 
100%— Es. 2.5 crores. Oat of this 
the Government of India have 
subscribed Es. 1.88 crores up to 
the end of 1955-66. 

A provision of Es. 1.56 crores under 
revised Estimate 1956-57 and Rs. 1.26 
crores under Budget Estimates 1957-58 
has been made in the General budget 
towards investment in the share capital 
of the Company. 

Borroiving: Same as in ease of Hindus- 
tan Steel (Private) Limited. 

Western Shipping Corporation (Pvt.) Ltd.^ 

General: The authorised capital of 
the Company is Bs, 10 crores with initial 
paid-up capital of about Es. 2.7 crores. 
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The , Corporatioa has placed building ■ 
orders for shipis in ' India and abroad. 
The pro%dsion of Es. 3.5 crores in EeYised 
Estimates 1956-S7 and. Es. 2 crores, in . 
budget Estimates 1.957-58 wiii be utilised • 
to meet the commitments in this' regard. 

Borrowing:. The Articles of Associa- 
tion provide that the Chairman of the Board 
of .Directors may, on his own. and shall 
'when requested by the Managing Director 
in uniting, reserve' for the consideration 
of the Central Govt, any proposal (a) 
to borrow, at a time exceeding Es. 15 
lakhs; (5) to borrow at a rate of interest 
exceeding to the Eeserve Bank rate by 
more than 1 per cent per annum, if 
the Managing Director considers that 
such a rate of interest is unduly high; and 
{c) to borrow which will increase the 
aggregate of such individual borrowings 
to an amount in excess of 25 per cent 
of the then paid-up capital of the Com- 
pany or Es. one crore whichever is less. 

Eastern Shipping Corporation (Frivate)Etd* 

General: The authorised capital of the 
Gor];)oration is Es. 10 crores. The subs- 
cribed capital of the Corporation is Es. 
5.5 crores. The Scindia Steam Navigation 
Company had contributed 26% of the 
capital. Under the Indian Companies Act 
1956 no Company which is managed by 
Managing Agents can itself function as 
Managing Agent of another Company. 
As the Scindias were unwilling to drop 
their own managing agency they could not 
function as Managing Agents of the 
Eastern Shipping Corporation beyond 
15th August, 1956 from which date their 
Managing Agency stood terminated. It 
has been decided by Govt, that the 
shareholding of Es. 1.43 crores of Scindias 
in the Corporation should be repatriated 
to them at par value. The provision of 
Es. 74 lakhs in the revised Estimates 
for 1956-57 will be utilised to meet part 
of the Commitment, the balance of which 
(Es. 69 lakhs) will be paid to the company 
in 1957-58 from the sum of Es. 1.20 
crores provided in the budget for that year. 

Borrowing: The Articles of Association 
are being revised by the Govt, of India. 

Government Telephones Board (Pvt.) Ltd. 

General: The Company was registered 


"with 'an authorised; .capital of' ..Bs. .."10 
crores. The 'paid-up. capital of the. Com- . 
pany is 'Es. 4.75' lakhs. ' 

Borrowing: The Articles of Association 
provide that subject to 'the approval 
of the founder, the Directors may' from. ' 
time to. time at their , discretion.', bo^rrow, 
or secure . the; payment . "of any , . .sum ., . or. 
sums for, the 'purpo.ses of the Company. . , 

Exports Risk Insurance '.Corporation 
(Private) Ltd. 

General: The Corporation is registered 
with a authorised capital of Es. ' 5 crores. 
Ail the shares of the Corporation are 
owned by Central Government. The 
paid-up capital of the Corporation is 
Es. 50 lakhs. 

Borrowing: The Directors may, from 
time to time, at their discretion accept 
deposits, raise or borrow or secure pay- 
ments of any sum or sums of money 
for the purpose of the Corporation pro- 
vided that the total amount of money 
so borrowed will not exceed five times 
the paid-up capital of the Corporation. 
Hindustan ' Antibiotics (Private) Ltd. 

General: The authorised capital of the 
Company is Es. 4 crores clivided into 
40,000 shares of Es. 100 each. A sum of 
Es. 194.75 lakhs has been paid by the 
Governmant of India by way of share capi- 
tal up to the end of 1955-56 including the 
value of assets transferred. Taking into 
account the value of UNICEF Plant and 
machinery received upto 1955-56, for 
which shares have been issued and amounts 
paid in cash, the total share capital 
stands at about Es. 2.40 lakhs. A provi- 
sion of Es. 50 lakhs each has been made 
in the revised Estimates 1956-57 an<l 
Budget Estimates 1957-58. 

Borrowing: Same as in case of Hindus- 
tan Steel (Private) Limited 

Hindustan Cables (Private) Ltd. 

General: The Company’s authorised 
capital is Es. 3 crores and the subscribed 
capital Es. 1.25 crores. A provision of 
Es. 10 lakhs in the revised Estimates 
for 1966-57 and of Es. 20 lakhs in the 
Budget Estimates for 1957-58 has been 
made as part of the Bs. 60 lakhs allocated 
for the manufacture of coaxial cables 
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during, tlie Second Plan, Tlie aboTe amount 
will be given as loan. Total investment 
upto' 195S-56 ainounts to Ps. 164 lakhs 
which ,, includes ' Es. 125 laklis as share 
capital and Es. 39 laklis as debenture 
loan. 

Borrowing: Same as in case of Hindus- 
tan' Steel (Private) Limited. 

National Instruments (Private) Ltd* 

General: The authorised capital of the 
Company is Rs. 3 crores. It is provided in 
the Articles of Association that no part 
of the funds of the Company shall be 
employed in the purchase of or in loans 
upon the security of the Company’s shares. 

Borrowing: Same as in ease of the 
Hindustan Steel (Private) Limited. 

National Projects Construction Corpora- 
tion (Private) Limited. 

General: The Corporation is registered 
as a private Company with an authorised 
capital of Es. 2 crores. The States of 
Assam, Bihar 5 Orissa, Rajasthan, Madhya 
Pradesh, Kerala and Jammu Be Kashmir 
have agreed to participate in the Cor- 
poration. The capital will be subscribed by 
the participating Governments. The funds 
provided for the various projects of a 
State Govt, would be at the disposal of 
the agency when entrusted with their 
execution. 

Borrowing: Same as in case of Hindus- 
tan Steel (Private). Ltd. 

National Industrial Development Corpora- 
toin (Private) Ltd. 

General: It is registered with an 

authorised capital of Rs. 1 crores of -which 
Rs. 10 lakhs have been subscribed. The 
finances required by the Corporation are 
provided for by the Govt.* in the shape 
of grants and loans. A provision of Es. 
1.49 crores and Es. 4.50 crores has been 
made under Revised Estimates 1956-57 
and Budget Estimates 1957-58 respec- 
tively. The enhanced provision for 1957-58 
reflects the progress made by the Cor- 
poration both in regard to new industrial 
projects and in granting loan assistance 
to the jute and cotton textile industries. 

Borrowing: The Directors may from 
time to time at their discretion raise 


or borrow or secure the payment of any 
sum or sums of money for the „ purposes 
of the Company. 

Hindustan Insecticides (Private) Ltd* 

General: It is registered , as a fully 
owned Central Govt. Company with an 
authorised capital of Es. 1 ' crore of which 
Es. 97 lakhs has been ' subscribed. The 
contribution of " Govt, of India., in the 
establishment of factory , is , estimated 
at Es. 38 lakhs. The value of plant 
and equipment supplied by UNICEE 
is estimated .at Es. 11.90 lakhs and the 
cost of technical assistance rendered by 
UNTTA is estimated at Es. 4.76 lakhs. 
The >Second D.D.T. factory at Always 
mil cost about Es. 79 lakhs. The entire 
cost will be met by the Govt, of India. 
A provision of Rs. 40 lakhs has been mad© 
in the Budget Estimates 1957-58. 

Borrowing: Same as in case of Hindus- 
tan Steel (Private) Limited. 

S^ie Trading Corporation of India 
(Private) Ltd. 

General: The authorised capital of the 
Corporation is Es. 1 crore. Eupees 10 
laklis have been subscribed and paid-up. 
The paid-up capital has been raised to 
Es. 1 crore during the current financial 
year. Provision for an additional amount 
of Bs. 90 lakhs has been made in the 
revised Estimates 1956-57. Due to 
temporaiy shortages of Rupee balance 
by some countries the Corporation has 
to grant advances to enable them to 
make payments for their purchases from 
India. With this end in view a loan of 
Es. 5 crores was given to the Corporation. 
The amount was raised to Rs. 7.5 crores 
in view of its larger needs. It is proposed 
to give a further loan of Es. 2.5 crores 
to the Corporation. 

Borrowing: The Dkectors may from 
time to time at their discretion raise or 
borrow or secure the payment of any 
sum or sums of money for the purpose 
of the Company. 

National Ros^areh Devdopment Cor- 
poration. (Private) Ltd. 

General: The Corporation is registered 
with an authorised capital of Rs. 1 crore. 
Total investments in the form of share 
capital so far is Bs. 10 lakhs. Govt, have 
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.agreed to grant loans to the C.orporation 
■oil long term basis for its various sebenies. . 
A provision of.Es. 10 laklis lias, been 
made in B.iidget Estimates' 1957-58 for 
loan to tbe Corporation. 

It is provided tliat no dividends in 
any form or sbape shall be paid, to mem- 
bers so ...long as , licence granted by the 
Govt, of India under Section 26 of the 
Companies Act remains in force and is 
not rescinded and withdrami. 

Borrowing: Same as in the case of 
Hindustan Steel (Private) Limited. 

Natioiral Small Industries Corporation 
(Private) Ltd. 

Generali: Originally the authorised 

capital of the Corporation was fixed 
at Bs. 10 lakhs and the issued capital 
at Bs. 2 lakhs. However, vide resolution 
passed by the shareholders at an Extra- 
ordinary General Meeting held on 7th 
January, 1957, the authorised capital 
of the Company has been raised to 
Es. 50 lakhs. Non self-supporting working 
expenses have to be subsidised by Govern- 
ment. Provision of Bs. 67 lakhs in Eevisad 
Estimates 1956-57 and Bs. 65 lakhs in 
Budget Estimates 1957-58 has been made 
under loans for financing the various 
activities of the Corporation, 

Borrowing: The Directors may from 
time to time at their discretion raise or 
borrow or secure the payment of any 
sum or sums of money for the purposes 
of the Company. 

Nahan Foundry (Private) Ltd. 

General: The Company was registered 
with an authorised capital of Bs. 1 crore. 
The Govt, of India holds the shares of the 
Company of the value of Es. 40 lakhs. 
A provision of Bs. 75,000 was made in 
the Bevised Estimates 1955-56. and 
Bs. 2 lalihs were provided in the Budget 
Estimates 1956-57 for advancing loans to 
the Foundry for meeting their expenses 
and other urgent demands during the 
off season. 

Borrowing: Same as in case of Hindus- 
tan Steel (Private) Limited. 

Hindustan Housing Factory (Private) Ltd. 

General: The Government’s share of 
loss is restricted to Es. 5 lakhs in accor- 


dance with the terms .of. the Govern- 
ment’s termination, , agreement' with 
B.S.W. Ltd. The expert committee 
which .was . apjiointed, to examine the 
future ' working of the . factory , have ' re- 
commended that the factory should be 
provided loans , to ■ the extent of Es. 30 
to 40 lakhs .for- use as: . working capital. 
The factory has so far beezi granted loans 
to the extent of Es. ■29.12 lakhs for the 
purpose of meeting the liabilities 'of the 
previous management and for use as 
working capital. A provision of Bs. 5 
lakhs has been made' in ' Budget Es|i- 
mates ■ 1957-58 to provide additional 
working capital to the factory. A pfbvisipii 
of Es. 1 lakh has been made in Budget 
Estimates 1957-58 for improvements 
and additions to the capital assets of 
the factory. 

Borrowing: The Articles of Association 
are under revision. 

4. PAELIAMENTARY CONTROL 

Parliamentary Control over Govern- 
ment Companies is exercised by any of 
the following methods; — 

1. questions ; 

2. debates on the aimaal demand 
for grants of the various Minis- 
tries; and 

3. annual Report 5 on Goverimient 
Companies under Section 639 of 
the Companies Act, 1956. 

4. Pubhc Accounts Committee and 
the Estimates Committee Reports. 

1. Questions: 

An analysis of the questions asked 
in the Lok Sabha during the last four 
years (1953-66) on the State under- 
takings of the Company type shows that 
as many as 360 questions were admitted 
out of which about 100 questions were 
roughly on policy matters. These include 
queries on : 

(a) reasons for the Ministers being 
appointed as Chairmen of State 
enterprises ; 

(&) publishing annual reports; 

(c) agreements with foreign firms 
for setting up of various plants; 
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: , ' acMoa taken on tlie reports of 
the PubMc Accounts Comniittee 
; and the Estimates Committee; 

, {e) procedure for selection of per- 
somielj, etc. 

Againj about 43 questions wete asked 
oil' labour problems including minimum 
wageSy staff quarters^ water supply^ 
training, bonus, compensation for loss 
of life, etc. The rest of the questions 
%¥ere asked on production figures, cost 
of production of manufactured commodi- 
ties and other miscellaneous items. This 
shows that the legislature has taken quite 
a keen interest on the working of various 
State undertakings. 

2. ' Dehates: 

The important occasion for debates 
are the annual Demand for Grants of 
the various Ministries, motions moved 
by private members or granting half- 
hour time for discussion of some action 
or working of a particular industry. 
During the last four years, thrice the 
members have tabled private resolutions 
in Parliament on the management and 
working of State enterprises. 

3. Amml Report: 

The annual reports on the working 
of each Government Company are made 
available to members of legislature under 
Section 639 of Companies Act, 1936. 
It provides: 

‘*In addition to the general annual 
report referred to in section" 638, the 
Central Government shall cause an annual 
report on the working and affairs of each 
Govt. Company to be prepared and laid 
before both Houses of Parliament, together 
with a copy of the audit report and any 
comments upon, or supplement, to, the 
audit report, made by the Comptroller 
and Auchtor-General of India.” 

^^Wliere any State Government is a 
member of a Government Company, 
the annual report on the working and 
affairs of the Company, the audit report, 
and the comments upon or supplement 
to the audit report referred to in sub- 
section (I), shall be placed by the State 
Government before the State Legislature 
or where the State Legislature has two 


Houses, before both Houses of that Legis- 
latures,” 

This offers regular opportunities to 
the Legislature to take stock of its opera- 
tions. 

4. The Public Accounts and the Estimates 
, Committees: 

' Parliament provides control also 
through the scrutiny of its existing com- ' 
mittees — Public Accounts Committee and, 
the Estimates Committee. These Com- 
mittees have already examined a good ■ 
number of companies and have given 
valuable reports on their working. 

5. AUDIT AND GOVEBNMENT 
COMPANIES , 

1. Once at least in every year the 
accounts of the Company are balanced 
and audited and the correctness of the 
profit and loss account and balance sheet 
ascertained by the Auditors. 

2. {a) The Auditor/Auditors of the 

Com|)any are appointed or re- 
appointed by the Central Gov- 
ernment on the advice of the 
Comptroller and Auditor-General 
of India. 

(^) The Comptroller and Auditor 
General of India has the power: 

{i) to direct the manner in which 
the Company’s accounts shall 
be audited by the auditor/ 
auditors and to give such aiidi- 
tor/auditors instructions' in 
. regard .to. any matter ■ relating 
to ■ . , . the perfomaiice . . of ■ 

his/their functions . as . such. . 

[ii] to condtict a supplementary 
or test audit of the Company’s 
accounts by such person/persons 
as he may authorise in this 
behalf and for the purpose of 
such audit, to have access, 
at ail reasonable times, to all 
Accounts, Accounts Books, 
Vouchers, Documents and other 
papers of the Company and to 
require information or additional 
information to be furnished 
to any person or persons and 
in such form as the Comptroller 
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and Auditor-General, may, by 
, general- or,, special order, direct. 

(c) The Aiiclitor/ Auditors aforesaid, ' 

sliall submit a copy of liis/tlieir 
audit report to the Comptroller 
and. Auditor-General of India who 
has the right to comment upon 
or supplement the audit report ■ 
in such manner as he, may think 
fit. 

(d) Any such comment upon or sup- 

plement to the Audit Report 
shall be jjlaced before the annual 
general meeting of the Company 
at the same time and in the 
same manner as the audit report. 

3. The Auditors of the Company are 
entitled to receive notice of and to attend 
any General Meeting of the Company 
at w^hich any accounts wiiich have been 
examined or reported on by them are 
to be laid before the Company and 
may make any statement or explanation 
they desire with respect to the accounts. 

6. THE CENTRAL CO-ORDINATING 
COMMITTEE 

As a result of the increased importance 
of the public sector, the Commerce and 
Industry Ministry, %vhich is largely res- 
ponsible for the administration of various 
projects, has constituted a Co-ordinating 
Committee, in September, 1957, with 
the Minister for Commerce and Industry 
as Chairman, for the purpose of keeping 
a constant and continuous %vatch over 
their progress. The other members of the 
Committee are: 

1. The Minister for Industries; 

2. Dy. Minister for Commerce and 
: Industry; 

3. Secretary, Ministry of Commerce 
and-. Industry; 

4. Chairman of all the Boards of 
Directors of Government Indus- 
trial Projects. 

5. Managing Directors of all the 
Boards of Directors of Govern- 
ment Industrial Projects. 

6. Joint Secretaries in charge of all 
the Projects. 

7. Finaaa^cial representatives of the 


Boards of Directors of Govern-, 
ment Industrial Projects. ' - 

• The Committee is intended , to serve 
■as a ‘‘clearing , house ,of all important 
and major problems coming up before 
each of the units.” This body will make 
a .continuous review in a business-like 
manner of the pi’odiiction, sales, purchase 
and other technical programmes. . ' It 
will work, as a co-ordinating and guiding 
link between the 'industxial projects 'and 
the Government, Specifically, the func- 
tions of the Committee are:— 

(a) to review' the progi’ess of all 
projects; 

{b) to co-ordinate all training and 
production programmes of dif- 
ferent undertakings; 

(c) to discuss labour, financial, pro- 
duction and development policies; 
and 

(d) to discuss research programmes. 

Over and above assisting the various 
Boards in the general work, the organisa- 
tion will be offering technical guidance 
and help as and when needed. It will 
also be assisted from time to time by 
experts in the country and outside to 
evaluate the work of each of the units 
periodically to enable an independent 
assessment of the w^ork of each of the 
units. The Committee will meet periodi- 
calty once in three to six months. 

The Central Committee has formed 
three sub-committees to deal with the 
following subjects:— 

(f) Labour and personnel problems, 

(aii) Finance, purchase and sales 
organization problems, 

(m) Production and training problems. 

The sab-committe© on labour and 
personnel problems will consider as labour 
participation in management; machinery 
for the settlement of industrial disputes 
in State undertakings; introduction of 
incentive system of payment and piece 
rates: standardisation of labour welfare 
amenities as suggested by the Estimates 
Committee; introduction of uniform stand- 
ing order in State undertaking; and appli- 
cation of Central Government House 
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Building Loan Eules to Company 
. employees. 

r The sub-committee on finance^, pur- 
chase and sales will consider the procedure 
suggested by the Tinance Ministry for 
financial review of the State undertakings; 
procedure for capita^ equity capital and 
loans; standardisation of accounting 
procedure and introd u ction of cost accoun- 
ting system; uniformity of scales of pay 
and conditions of service of staff and 
organization for sales of the products, 
marketing problems, purchasing policy 
and rate contract. 

The sub-committee for production 
and training will be responsible for pro- 
duction programmes of the various under- 
takings and problems relating to recruit- 
ment of personnel, their training and 
migration of technical personnel. 

These three sub-committees will 
get in touch with all the different units 
and discuss with their Boards their diffe- 
rent problems so as to make suitable 
report and recommendations to the 
Central Co-ordination Committee. 

xy/ 7, IDOTSTERIAL CONTROL 

Hindustan Steel 

1. approval of Central Government 
is essential in the following cases: 

{a) increase of capital; 

{h) issue of new shares; 

(u) redaction of capital; 

(<f) consolidation, division and sub- 
division of company’s share capital; 

{$) borrowing of money, its terms 
and conditions; 

(/) issue of bonds, debentures, 
debenture stock or other securities; 

(g) any programme of capital ex- 
penditure for an amount exceed- 
ing Rs. 40 lakhs; 

(h) winding up of the Company; 

(i) appointment of my officer to a 
grade the minimum pay of which 
is Rs. 2,000/- or more per mensem; 
and 

(j) appointment of Auditors of the 
Company; 

2. {a) the appointment of Chairman, 

Deputy Chaimian aaid Directors, 


determination of their period of 
office, salaries and allow’ances and 
. any other additional remunera- 
tion,' removal and filling in of 
any vacancy; ■ and 
(b) the appointment of General Mana- 
gers or Managers, Financial Ad- 
visers and Chief Accounts Officers, 
.their terms of remuneration and 
period of office and ; conferment 
of powers on them is done by 
President. 

3. Notwithstanding anything con- 
tained in any of the Articles of Associa- 
tion the President, may, from time to 
time, issue such directives or instructions 
as may be considered necessary in regard 
to finances, conduct of business and affairs 
of the Company. The Company shall 
give immediate effect to the directives 
or instructions so issued. 

National Coal Development Corporation 

L Approval of the President is 
essential in the following cases: 

((^) increase of Capital ; 

(h) issue of new shares; 

{c) reduction of capital ; 

consolidation, division and sub- 
division of Company’s share 
capital; 

{e) borrowing of money, its terms and 
conditions; 

if) issue of bonds, debentures, deben- 
ture stocks or other securities 
at a discount or premium; 

(g) investment of moneys in securities^ 
{h) grant of commissioa on profits; 
(J) setting aside portion of profits 
by Directors; 

(j) any important issue in the 
opinion of the Chairman which 
is fit to be reserved for the Presi- 
dent’s decision; 

{k) setting asid> sums out of profits 
of the Company for Reserve 
fund, Depreciation Fund etc ; 

{Pj declaration of dividends ; and 
{m) appointment of auditors. 

2, The President is authorised to; 
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(a) , determine the number of Directors^ ' 
the appointment of Chairman^ 
Managing Director and Directors, 
their, salaries and allowances; 

(&) remove any Director including 
Chairman and Managing Direc- 
tor from office and fill any 
vacancy in the office of the 
Director ; 

(c) sanction undertaking of -works of 
a capital nature exceeding Es. 20 
lakhs ; 

, (d) appoint any officer on a maxi- 
mum pay of Es. 2,000/- or more; 

(e) issue such directives as he may 
consider necessary in regard to 
the conduct of the business of the 
Company or Directors thereof 
and in like manner vary and 
annul any such directives; 

if) members 

to represent President so long 
as the latter is shareholder of 
the Company. 

Sindri Fertilizers and Chemicals 

Same as in case of National Coal 
Development Corporation with the follow- 
ing exception: 

The President’s sanction is essential 
in all eases involving a capital expenditure 
exceeding Es. 10 lakhs. 

Nangal Fertilizers and Chemicals 

Same as in Sindri Fertilizers and 

Chemicals. 

Heavy ■ Electricals 

Same as in Sindri Fertilizers and 

Chemicals. 

Neyveli Lignite C 0 rp 0 ratioii 

Same as in Sindii Fertilizers and 

Chemicals. 

Hindustan Machine Tools . 

Same as in Sindri Fertilizers and 

Chemicals. 

Bharat Electronics 

Same as in Sindri Fertilizers and 

Chemicals. 

Western Shipping Corporation 

1. Appointment of Chairman, Mana- 
ging Director and Directors, their tenure, 


removal, remuneration etc. 

2. The following matters have been, 
reserved for the consideration of the 
Central Government : 

{a) Calling up the unpaid capital 
or increasing the authorised capital 
of the “ Compan 3 r or, issuing' of 
any unissued' shares forming part 
of the original authorised capital . 
or forming the whole or part ,of 
any increase of capita! in the 
event of , any increase in capita! 
beyond the original' authorised 
capital of Es. 10 crores. 

(h) {i) Any proposal to borrow at 

a time exceeding Es. , 15 lakhs. 

(n) Any proposal to boxTOW 
which vdll increase the aggre-, 
gate of such individual bor- 
rowings to an amount in 
excess of 25 per cent of the 
then paid-up capital of the 
Company, or Es, 1 crore 
whichever is less. 

{ui) Any proposal to borrow at 
a rate of interest exceeding 
the Eeserve Bank rate by more 
than 1 per cent per annum, 
if the Managing Director 
considers that such a rate 
of interest is unduly high. 

(n?) Any proposal for action re- 
lating to the reduction of 
capital. 

{v) Any proposal for investment 
in a particular type of secu- 
rity or shares, if such in- 
vestment exceeds Es. 10 lakhs. 

{c) Issue of Debentures; 

{d) Acquisition, construction or sale 
of vessels involving an amount 
exceeding Es. 10 lakhs. 

(e) Any other single item of expendi- 
ture exceeding Es. 10 lakhs. 

(/) Winding up of the Company; 

(g) Any important matter relating 
to the Company’s establishment; 

(/^) Any other matter which in his 
opinion involves any important 
issue of geneoral policy. 
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No aotion shall be' taken by the Com- 
pany in respect of any matter reserved 
for the ' eoiisideration of the Central 
Govornment as aforesaid nntil its approval 
to the same has been obtained. 

3. 'The Central Government may. 
give to the Company through its Board, 
Chaimian or Managing Director, direc- 
tions as to the exercise and performance 
by the Company of its fnnctions and the 
Company shall be bound to give effect 
to any such directions. Provided, that 
if at the direction of the Central Govern- 
ment the company establishes, alters 
or continues to maintain any trade, line, 
route or service and satisfies the Centi*al 
Government that during the relevant 
financial year the company has suffered 
an overall loss in respect of the operation 
of its trade, route or service so altered or 
continued to be maintained in compliance 
vdth the directions of the Central Govern- 
ment as aforesaid, has been operated 
at a loss in any financial year, then the 
Central Government shall reimburse the 
company to the extent of loss relatable 
to the operation of that particular service 
or activity. 

4, Appointment of auditors. 

Eastern Shipping Corporation 

Consequent on the coming into force 
of the Indian Companies Act, 1956 the 
Scindia Company intimated to the Govern- 
ment of India that they did not want to 
continue as Corporation’s Managing 
Agents. The Managing Agency, therefore, 
stood terminated on the ISth August, 
1956. A Managing Director has been 
appointed who carries on the work of the 
Corporation with the assistance of 6 
Directors who are ail appointed by the 
Central Government. Details of the 
l^Iinisterial Belations are not available 
as the Articles of Association are under 
revision. 

Government Telephones Board 

L Subject to the approval of the 
founder (formerly Governor General in 
Council) the Directors may from time to 
time borrow and secure the payment of 
any sum or sums for the purposes of 
the company. 

2. The number and ramun^atipn of 


Directors are to be determined by the 
founder, 

3. The founder . will nominate a 
Director as' Chairman of the Board and 
also determine the period for, which he 
is to hold office. 

4. The founder as and when thinlrs 
fit can do '.ail or any of the' following 
things, i.e: 

■ {a) may by notice in writing to, the 
Company appoint any persons 
to be Directors of the Company; 

{h) may by notice in writing to the 
Company remove any Director 
of the Company from office; 

\c) may at any time convene a 
general meeting of the Company; 

[d) may by notice in writing to the 
Company make many regulations 
in regard to the conduct of the 
business of the Company or 
Directors and in like manner may 
vary and annul such regulation; 

[e) may by order under the provisions 
of the Government of India Act 
or otherwise in due form of law 
appoint one or more persons, to 
exercise all or any of the powers 
of the founder under these Articles. 

Exports Risk Insurance Corporation 

1. (a) Appointment of Cha man, 

Managing Directors and other 
Directors; their period of office 
and removal; 

(5) The remuneration payable to 
Directors. 

2 . Appointment of a Central Advisory 
Council and other Advisory Boards and 
their functions. 

3. The President may, from time to 
time, determine; 

(a) the nature of risks that will be 
covered under contracts of insu- 
rance with the Corporation; 

(b) the maximum limit up to which 
risks can be carried by the Cor- 
poration at any time; and 

(c) the minimum limits below which 
the Corporation will not charge 
premiums on the policies issued 
by it, 
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4. Approval of the,, 'President ■ is 
necessary in respect of the following 
matters: 

(a) , increas,iiig or reducing the capital; 

(b) granting by the Corporation of a 
loan or giving of a guarantee or 
any other financial assistance to 

' an amount exceeding the ' limits 
prescribed by the President; 

(c) wind,ing up of the Corporation; 

and 

(d) any other matter which in the 

, opinion of the Chaixman be' of 
such importance. 

No action shall be taken by the Cor- 
poration in respect of any proposal or 
decision of the. Directors reserved for the 
approval of President until his approval 
to the same has been obtained. 

Notwithstanding anything contained 
in the Articles of Association the Presi- 
dent may from time to time, issue such 
directives or instructions as he may 
deem fit in regard to the finances and 
conduct of the business and affairs of 
the Company and the Directors shall duly 
comply with and give effect to such 
directives or instructions. 

Hindustan Cables 

Same as in Sindri Fertilizers and 
Chemicals. 

National Instruments 

Same as in Sindri Fertilizers and 
Chemicals with the follomng exceptions: 

(a) All cases involving a capital 
expenditure exceeding Es. 5 lakhs 
shall be referred to the President 
for his approval before authorisa- 
tion. 

(h) No appointment the maximum 
pay of which is Es. 1,000/- or 
more per mensem shall be made 
without the President’s approval. 

National Projects Construction Corporation 

Same as in Sindti Fertilizers and 
Chemicals with the exception of the 
following provisions: 

(a) It is provided in the Articles of 
Association that in making the 
appointment of Directors consi- 
deration will be given for giving 


representation for ^ the ■ ,, parti- 
cipating States, labour and busi- 
ness interests' by the President, 

■ (5) The first Managing Director will 
be appointed by President for a 
period of 3 years and' subsequent 
appointment will be, mad e by the 
Bo,ard of Dnectors. ' 

National Industrial Development Cor- 
poration. 

1. President’s approval is necessary ■ 
in any of the following matters: 

(а) increasing or reducing the issued 
capital of the Company; 

(h) granting by the Company of a 
loan or the giving of a guarantee 
or any other financial assistance 
to any one particular concern 
of an amount exceeding 
Ee. 1 crore; 

(f?) winding up of the Company; 

(d) any other matter which in the 
opinion of the Chairman be of 
such importance. 

2. Appointment of Chairman, Vice- 
Chairman, -Managing Director or Managers 
— ^their remuneration, powers, term of 
office, etc. 

3. Issue such directives or instruc- 
tions as he may thinic fit in regard to the 
finances and the conduct of business and 
affairs of the Company. 

Hindustan Insecticides 

Same as in Sindri Fertilizers and 
Chemicals with the following exception: 

“All cases involving a capital ex- 
penditure exceeding Bs. 5 lakhs shall be 
referred to President for his approval 
before authorisation 

State Trading Corporation 

(i) Appointment of Chairman, Mana- 
ging Director and other Directors. 

{{{) Their period of office. 

National Research Development Corporation 

Same as in Hindustan Insecticides 
except that President’s approval is not 
necessary in the following cases: 

{a) investment of moneys; 

(б) grant of commission; 
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(c) ' efeatioa of Provident Fund; 

{i) salary and allowances of Mana- 
ging Director (Board of Directors 
have the power to fix it), and 

.{e) grant of dividends* (No dividends 
in any form or shape shall be 
paid to members so long as the 
licence granted by the Govem- 
ment of India under Section 26 
of the Act remains in force and 
is not rescinded or withdrawn). 

National Small Industries Corporation ■ 

1. (a) Appointment of Chairman, 

Alea'Chairnian, Managing Direc- 
tor and other Directors; 

(6) their remuneration, term of 
office, etc. 


Nahan Foimdiy 

Same as in Sindri. Fertilizers and . 
Chemicals with the exception „ of the 
follovdng: 

{a) President’s sanction is essential 

for undertaking works of capital • 

nature involving a capital ex- ; 

penditure exceeding ' Es. 50,000. | 

{b) No appointment or. removal of 
any person to a post the maximum 
pay of which is Es. 500 or mo.re \ 
per mensem shall be made mthoiit f 

the prior approval of, the Presi- 
d.ent , t 

Hindustan Housing Factory 

The Articles of Association are under 
revision. 



(^) 

(5) 


2. Entrust to and confer upon the 
Managing Director or Manager such of 
the powers as he may think fit. 

3. The Chairman shall reserve for 
the approval of the President any pro- 
posals or decisions of the Directors in 
respect of any of the folloiving matters, 
namely : 

increasing or reducmg the issued 
capital of the Company. 

granting by the Company a loan 
or the giving of a guarantee or 
any other financial assistance to 
any one particular concern of 
an amount exceeding Es. 2.6 lakhs; 

{c) winding up of the Company; 

(i) any other matter which in the 
opinion of the Chairman be of 
such importance as to be reserved 
for the approval of the President. 

No action can be taken in respect 
of any decision reserved for the President 
until his approval to the same has been 
obtained. 


8 . 




COMPANIES HAVING JOINT CAPITAL 
PARTICIPATION OF CENTRAL AND 
STATE GOVERNMENTS 


1* OBJECTS 


Hindustan Aircraft Factory 


Hindustan Aircraft Limited was consti- 
tuted as a Private Limited Company 
on 23rd December, 1940. It entered 
into a stage of assembly/manufactnre of 
aircraft in early 1950. Since then it 
has undertaken the assembly/manufacture 
of Prentice Trainer and Vampire fighter 
aircraft for the Indian Air Force. It 
has now been decided to undertake the 
manufacture of a modern fighter air- 
craft at HAL to replace the Yampire. 
As a subsidiary activity, the factory is 
manufacturing third class railway coaches. 
After the end of 6 years the capacity 
of the rail coach factory of HAL has been 
developed to produce 300 Integral Type 
rail coaches per year. 


Indian Rare Earths 


President may, from time to time, 
issue such directives or instruc- 
tions, as he may think fit in 
regard to the finances and con- 
duct of the business and affairs 
of the Company and the Direc- 
tors shall duly comply with and 
give effect to such directives 
or instructions, 


It was set up on I8th August, 1950 
as a Private Company jointly by the 
Government of India and Kerala. The 
plant is designed to treat 1500 tons of 
monazite per year and to produce there- 
from about 1500 tons of rare earths, 
chlorides and carbonates and some 1600 
to 1800 tons of sodium phosphate as a 
by-product. It has since been decided 
to increase the capacity of the plant 
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from , 1600 to 3000 tons of 'iiionazite per 
aiinii.m in ordei* to obtain the requisite 
quantity of' uraniiim for, the research 
programme of the Department of Atomic 
Energy, ' ■ „ 

Orissa Minihg Corporation 
The Orissa Mining Corporation (Private) 
Limited which is a Joint venture of the 
Governments of India and Orissa was 
set up' on 16th May j 1956. The object 
of .the .Company is raising, assembling 
and transporting iron .and other minerals 
in Orissa for the purpose of sale or export 
or for undertaking all other responsibilities 
incidental or conducive to the attain- 
ment of the above objective, 

Travancere-Minerals 

The Government decided to nationalise 
the mineral sand separation industry 
in Kerala State in two stages. A new 
Company called the Travancore Minerals 
(Private) Limited was registered on 30th 
October, 1956. This Company has taken 
over all sand separation undertakings 
with exception of Messers Hopkins & 
Williams (Travancore) Limited. 

2. FINANCE 
Hindustan Aircraft Factory 

General: The Company was registered 
with an authorised capital of Rs. 4 crores. 
The total subscribed capital of the Com- 
pany as on 31st Dec., 1957 was Rs 6.8 
crores. The value of shares held by the 
Government of India is Rs. 6.2 crores 
and those held by the Government of 
Mysore is Rs. 60 iaklis. The Company 
has decided, with the approval of Govern ^ 
ment, to raise the share capital of the 
Company from Rs. 4 crores to Rs. 18 
crores. The additional capita! will be 
provided entirely by the Government 
of India as the Government of Mysore 
the other shareholder of the HAL, have 
expressed their inability to participate 
in the further issue of share capital. 

A provision of Rs. 3 crores has been made 
in the Central Budget under Revised 
Estimates 1956-57 and B.s. 2,5 crores 
under Budget Estimates 1967-58 towards 
investment in the share capital of the 
Company. 


Borrowing: The Board of .Directors 
may -at their discret.ion . borrow money, 
for .the purposes of the Company. 

Indian Rare Earths 

General: ■ The Company is registered 
with an anthorisad capital of Rs. i crore.: 
The' Government of India' have subscribed ; 
64 per .cent of .the " share ' capital and 
balance of 36 per cent being, 'subscribed;, 
by the Government of Kerala. (The 
Board of Directors have since decided 
to call up the remaining share capital 
amounting to Rs. 20 lakhs. The Govern- 
ment of India’s share will b© about Rs.Ii 
lakhs which has been provided in the 
Revised Estimates 1956-57). 

Borroimtg: The Directors may borrow 
at their discretion on such terms and 
conditions as they shall consider to be 
for the benefit of the Company. 

Orissa Mining Corporation 

General: The Corporation was set 

up with the authorised capital of Rs. 50 
lakhs to be contributed by the two 
participating Governments in equal pro- 
portions. The present paid up capital 
is Rs. 10 lakhs. As the Corporation 
is expected to go into production by 
the beginning of next year, it mil be 
necessary to raise the paid-up capital 
to the level of authorised capital of Rs. 60 
lakhs, Government of India’s share being 
Rs. 25 lakhs. Provision has, therefore, 
been made in the Budget Estimates 
for 1957-58 for Rs. 22.5 lakhs. 

Borrowing: The Board of Directors 
may at their discretion borrow money 
for the purposes of the Company. 

Travaacore-Minerals 

The authorised capital of the Company 
is Rs. 1 crore which is to be equally shared 
between the Government of India and 
Kerala. A provision of Rs, 25 lakhs has 
been made in the Revised Estimates for 
1 956-67 to meet the Government of 
India’s liability on account of issued 
share capital. 

3. MINISTERIAL RELATIONS 
Hindustan Aircraft Factory 

The Directors are appointed by Govern- 
ment of India and Mysore Government 
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la ' proportion ’ of their iavestment. The 
details are not available as the Memo- 
randnna and Articles of Association' are . 
Confidential documents. 

Indiaai' Rare Earths 

L The Chairman is nominated by 
the' , Central ' Government. ' 

2. Three Directors of the Board are 
appointed b}^ the Central Govern- 
ment and the State of Kerala 
has the power to nominate two. 

Orissa Mining Corporation 

1. The President of India has the 
authority to nominate the Chair- 
man and three Directors. 

2. The Governor of Orissa is authorised 
to nominate 3 directors. (Any 
increase in the number of Directors 
sliall be in even numbers — half of 
the increased number is to be 
appointed by President). 

3. The President and the Governor 
have the power to remove the 
Directors nominated by them. 

4. BOARD OP DIRECTORS 

Hindustan Aircraft Factory 

There are six directors including 
the Chairman and the Managing Director. 

The Board of Directors has been 
delegated with very wide powers con- 
cerning the affairs of the Company which 
they may exercise without reference 
to the Government of India or the Mysore 
Government. Examples of some such 
powers are as under: — 

1. to borrow money for the purposes 
of the Company; 

2. to fix remuneration of Directors 
either for attending meetings of 
the Board or for performing extra 
services; 

3. to purchase, take on lease or 
otherwise acquire property 
the Company; 

4. to pay in debentures for pro- 
perty acquired; 

5. to secure fulfilment of contracts 
by mortgage; 

6. to appoint, remove or suspend 


officers and others and to fix 
their salaries, and emoluments 
including bonus, ' pension or , 
gratuity: . . 

7. to invest monej^; and 

8. To give security by way, . of 
indemnity. 

Indian Rare Earths 

Appointment: . The Government of 
India have a right ■ to appoint three 
persons and two persons are appointed 
by the Kerala Government as. Directors 
of the Company. 

Number: The Articles of Association 
provide that the number of Directors 
shall not be less than 3 nor more than 
12 including the Central Government 
Directors, the Kerala Government Directors 
and the Debenture Director (if any). At 
present the number of Directors is six. 

Qualifications : A Director is not 
required to hold any qualifying shares: 

Disqualifications: The office of the 
Director shall be vacated if: 

{a) he is found to be of unsound mind 
by a Court of competent Juris- 
diction ; or 

(5) he is adjudged an insolvent; or 

[c) he fails to pay calls made on 
him in respect of shares held by 
him wdthin six months from the 
date of such calls being made; or 

{d) he or any firm of which he is a 
partner or any private Company 
of which he is a Director without 
the sanction of the Company in 
General Meeting accepts or holds 
any office of profits under the 
Company other than that of a 
Managing Director or Manager 
or a Legal or Technical Adviser 
or a Banlrer; or 

{e) he absents himself from three 
consecutive meetings of the Direc- 
tors or from all meetings of the 
Directors for a continuous period 
of three months whichever is 
the longer without leave of 
absence from the Board of Direc- 
tors; or 
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(f) lie, suspeEds payment to of 
^compounds with Ms creditors; oi* 

(g) he resigns ' oflice by ,notice in 

writing addressed ■ to the Company 
or to the Directors; or 

(k) he is, removed from office by an 
Extraordinary Besolution of the 
Company. 

Remuneration: The Bemuneratibn of a 
Director for his services are Bs. one 
hundred foi' each meeting with powders 
to Directors from time to time to revise 
'snch fee but so as not to increase the same 
beyond a maximum of Bs. 100 for each 
meeting; and such additional remunera- 
tion by way of salary or commission 
on dividends profits or turnover or by 
participation in profits. No Director who 
is a Government servant is entitled to 
receive any such remuneration except 
as authorised by his Government. 

Tenure: The Government and Deben- 
ture Directors are not liable to retire 
by rotation or to be removed from office 
except by the Government of India or 
Kerala. Other Directors retire by rotation. 
A Director is eligible for re-election. 

Powers' of the Board: 

The Directors may, before recommend- 
ing any dividend, set aside out of the 
profits of the Company such sums as 
they may think proper for Depreciation 
or Eeserve or Sinking Eund or any special 
fund to meet any contingencies. They 
may also invest such sums set aside as 
they think fit* They may, subject to the 
provisions of the Act delegate all or any 
of the powers, authorities and discretions 
for the time being vested in the Directors 
to any Director, officer or employee of 
the Company. 

Managing Director: 

The Directors may from time to 
time appoint a Managing Director for a 
fixed term and also remove or dismiss 
him. The remuneration is fixed by the 
Directors. The Directors may from time 
to time entrust and confer upon a Manag- 
ing Director such powers as they think fit. 

Orissa Mining Corporation 

Appointment: The Chairman and three 


'Directors are appointed by ■ President 
of India and three Directors are ■nominated , 
by the Orissa Government.' 

■ Number : ' The number of' Directors is 
seven. . Any increase in number , shall 
be in ,even number — ^haif by , President 
of India' and half of the number by Orissa' 

Government, 

Qualifications: A Dffector is not re- 
quired to hold any share qualification. 

Disqualifications: ■ Same as in case 
of Indian Bare Earths (Pri'vate) Limited. 

. Remuneration: The Articles^ of Asso-, 
ciation provide that the remuneration 
shall, in so far as it consists of a montMy 
payment be deemed to accrue from day 
to day. In addition travelling, hotel 
charges and other expenses are also to 
bo paid. 

Powers of the Board of Directors : 

The Articles of Association provide 
the general powers of the Directors 
which iniude payment of all expenses in 
getting up and registering the Company 
and exercise all such powders and do all 
such things as the Company is by its 
Memorandum of Association authorised 
to exercise. 

The Directors may set aside out of 
profits of the Company such sums as 
they think proper as a reserve or reserves 
wMch at the discretion of the Board 
be applicable for any purpose to which 
profits or the Company may be properly 
applied including provision for meeting 
contingencies or for equalising dividends. 

The Directors are also authorised to 
carry for\vard any profits without setting 
them aside as a reserve. 

9. CENTRAL GOVERNMENT COMPANIES 
HAVING THE SHARE CAPITAL 
PARTICIPATION OF STATE 
GOVERNMENT AND PRIVATE 

COMPANY 

Object: The Indian Telephone Indus- 
tries (Private) Limited registered on the 
25th January, 1950 is the only factory 
of its kind in which the Central Govern- 
ment and the Government of Mysore 
hold jointly about 97% of the shares 
and the balance are held by Automatic 
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Telephone and Electric' Company Limited 
in free scrip. 'Under the terms of agree- 
mentj it has a gmVI for providing 

technical assistance and the know-how. 

Finaneial : The authorised capital 
of Es, 4' crores is fully paid up by 
the Central Go vemment. The shares 
held by the ' SIysore Government are 
worth Es. 31 lakhs, and the .Automatic 
Telephone, and Electric Company Limited 
England hold shares of the value of Es. 
10 lakhs. The Articles of Association 
prohibit the Company to invite the public 
to subscribe to any shares or debentures. 
Loans amounting to Es. 51.84 lakhs have 
been granted to the Company by the 
Government of India up to the end of 
the First Five-Year Plan period. A 
further loan has been sanctioned towards 
their capital expenditurd programme 
daring 1956-57 out of a total provision 
of Es. 50 lakhs to be granted as loan by 
Government of India during the whole 
of Second Five Year Plan. 

Ministerial Relations: The President, 
as and when he thinks fit can do all or 
any of the following things, that is to say, 

1. may, by notice in writing to the 
Company, appoint any persons 
to be Directors of the Company; 

2. may, by notice in writing to the 
Company, remove from office any 
Director of the Company other 
than the Director appointed by 
the Automatic Telephone and 
Electric Company Ltd; 

3. may, by notice in writing served 
on the Company, fix the remunera- 
tion of the Directors or any parti- 
cular Director or Directors; 

4. may, at any time, convene a 
general meeting of the Company; 
and 

5. may, by notice to the Company, 
make any regulations not inconsis- 
tent with the objects of the Com- 
pany as set out in the Memoran- 
dum of Associations; in regard 
to the conduct of the business 
of the Company or Directors there- 
of and in like minner, may vary 
and annul any such regulations. 


Board of Directors:. The President 
has the right to appoint all the Directors 
with the exception of the Director appoin- 
ted by the Automatic Telephone , and 
Electric Company Limited . ' The number 
of directors of the Company is determined 
ill writing by the. .President. The Direc- 
tors are not required to 'hold ' any quali- 
fication. shares and their remuneration 
is determined by the President. There 
are at present 8 directors including ' the 
Chairman and Managing Director who 
are appointed by the President. . 

The Secretary to the Ministi'y of 
Communications, of the Government of 
India, is the Chairman of the Board. 
Two industrialists have also 
been associated with the Board. The 
Ministry of Finance is represented on the 
Board by a Deputy Secretary. The 
Chief Engineer of Posts and Tele- 
graphs is also one of the Directors. The 
Mysore Government have nominated one 
Director. The Automatic Telephone and 
Electric Company Limited, according to 
the agreement, have a right to appoint 
one Director "who is entitled to hold 
office until removed by the Company. 
They have also the right to appoint 
an alternate Director who is entitled to 
attend and take part in the proceedings 
of the Board of Directors, whenever the 
Director nominated by the Company is 
either not in India or is unable to be 
present for any other reason. 

Powers of Board of Directors: Accor- 
ding to the Articles of Association (drawm 
up under the old Companies Act wdiicli 
are yet to be revised), the pmvers of the 
Board of Directors are on the lines laid 
do-wn in Table ‘A’ of the Companies Act, 
1913. There is' no financial limit fixed 
for the Board to undertake wDrks of a 
capital nature as is the case -with Sindri 
Fertilizers, Hindustan Steel, etc. which 
are entirely State owmed. There is no 
mention in the Articles of Association 
about the appointment of staff and their 
salaries. In the case of other 3 types of 
Companies already discussed, the appoint- 
ment of any person to a grade, the maxi- 
mum pay of which is Bs. 2000 or more 
per month cannot be made without the 
approval of the President. The Directors, 
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caiij froBi time to time at .their discretion, 
borrow or, secure . the payment of any' ■ 
sum .or SUMS for the purposes of ,■ the 
Company, subject, to the approrai of the 
President. They may also secure ' the 
repayment of such moneys in such manner 
and upon such terms and conditions in 
all respects as they think lit and in parti- 
cular, by issue of debentures or deben- 
ture stock or company charged upon ' all 
or .any part of the property, of Company, 
both present, and future, subject to the 
appro^'^al of the President.. 

Managing Director : The Managing 
Director is appointed by the President 
for the conduct of management of the 
business of the Company subject to the 
control and supervision of the Board 
of Directors. He is authorised by the 
Board to exercise such powers and dis- 
cretion in relation to the affairs of the 
Company as are sx-)ecifxcaily delegated 
to him by the Board. His remuneration 
is fixed by the President. 

10. CENTBAIi GOVEBI^MENT COMPANIES 
HA¥ING PRIVATE CAPITAL 
PARTICIPATION 

1. OBJECTS 

Hindustan Shipyard 

The Company was registered as a 
private Company on 21st January, 1952 
to acquire and take over Scindia Steam 
Navigation Company Limited, its good- 
will and business of shipbuilding and ship 
repairing carried on at yishakapatnam. 
The object of the Company is to carry 
on business of shipbuilders, ship repairers, 
vendors of ships, manufacturers and re- 
pairs of engines, boilers and machinery 
required for ships, 

Ashoka Hotels Ltd. 

In pursuance of the Government’s 
decision to construct a hotel in the 
Diplomatic Enclave, New Delhi, a public 
Company was floated on 17th October, 
1955 with Jamsaheb of Nawanagar 
and his other associate as the promoters 
and the government participating to 
the extent of 84%^ of the share capital. 

Rehabaitation Housing Corporation 

The Corporation was incorporated 


OB 19th September, 1951 with the object 
of assisting . in the solution, of the .housing 
problem facing the displaced ' persons 
in the Delhi State by constructing houses 
for them. ■' The other .object is 4o acquke 
deal with or dispose of any kind of property 
and . .rights moveable or immovable, 

. 3. finance;' ' 

Hindustan Shipyard 

General: The authorised capital of the 
Company is . Rs. 10 crores. The total 
issued capital of the company stands, at 
Rs. 452.75 lakhs, out of which Govern- 
ment of India holds shares valued at Bs. 
348.64 lakhs. The remaining shares 
valued at Rs. 104.11 lakhs are held by 
the Scindia Steam Navigation Company 
Ltd. A provision of Rs. 75.78 lakhs has 
been made in the Revised Estimates 
1956-57 for further Development of 
Shipyard and payments to Scindias and 
their Debenture Trustees acquiring the 
shipyard from tixem. A provision of 
Rs. 30 lakhs has been made in Budget 
Estimates 1957-58 for Development of 
the yard. 

Borrowing: The Chahman of the Board 
of Directors shall reserve for the consi- 
deration of the Central Government any 
proposal of the Board in respect of any 
borrowing by the Company in excess 
of 25% of the then paid-up capital or 
at a rate of interest exceeding the Reserve 
Bank of India rate by more than 1%, 

Ashoka Hotels Ltd, 

General: The authorised capital of 

the Company has been fixed at Bs. 1 
crore and the Board of Directors was 
expected to issue debentures with the 
approval of Government for a further 
sum of Bs. 1 crore. The Government 
acquired preference shares in the share 
capital of the Comxian;^^ to the extent 
of Bs. 26 lakhs and a provision was 
also made in the agreement for the advance 
of a loan of Rs. 25 lakhs by Government 
at 5% per annum interest for the work- 
ing capital. A further loan of Bs. 1 
crore has been granted to the Company 
in lieu of debentures for Bs. 1 crore 
which it was originally expected to issue. 
A provision of Bs. 58 lakhs has been 
made in Revlsod Estimates 1956-57 for 
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: purchase , of remaming shares of -the 
OoMpaay. ' 

/ Borrowing: The Board of Directors 
may borrow^ at their discretion any sum 
or sums of money for the purposes of the 
Company. 

Rehabilitation Housing Corporation 

General: The Company was registered 
with an authorised capital of Bs. 50 
lakhs of which the subscribed capital is 
worth Rs. 25 lakhs. The Central Govern- 
ment owns 80% of the share capital. 

Borrowing: The Chaimian may and 
when requested by any Government 
Director shall reserve for the considera- 
tion of Central Government any proposal 
to borrow any sum at a time exceeding 
Rs. 10 lakhs. 


' 3. MINISTERIAL RELATIONS 
Hindustan Shipyard 


1. The Chairman and the Managing 
Director are nominated by Central 
Government 


2. The following proposals have to 
be reserved for the consideration of Cen- 
tral Government by the Ohainnan:— » 
(^) calling up the unpaid capital 
or increasing the authorised capi- 
tal of the company or issuing 
of any unissued shares in event 
of any increase in capital beyond 
the original authorised capital 
of Rs. 10 crores; 


{b} programme of Capital expendi- 
ture for an amount exceeding 
Rs. 20 lakhs; 


io) 


is) wquest unanimously made 
by Directors, representing Scin- 
dias or by Managing Director 
that any particular matter brought 
.before the Board should be. re- 
served for the consideration of 
Central . Government. " 


3., Government’s sanctio.!! is 'also 
essential for the appointment of an officer 
on a salaiy of Rs. 2000/- p.m. or more. 


Ashoka Hotels Ltd. 

I. Nomination of two Directors is 
made by "the , CentraL , Govern- 
ment. 


2. General Manager is appointed in 
consultation with the Govern- 
ment. 


3. 


4. 


If Government is a creditor or 
debenture holder the Government 
is entitled to appomt a Deben- 
ture Director or Mortgage Director. 

The President’s nominees are 
entitled to cause a reference to 
be made to President in writing 
in regard to any important matter. 


Rehabilitation Housing Corporation 

1. Nomination as Directors of one- 
third of the total number of Directors 
forming the Board of Directors of the 
Company is made by the Central Govern- 
ment. Their appointment and removal 
from office is done by Gentrai Govern- 
ment. 


any borrowing by the Company 
in excess of 25% of the then 
paid-up capital or at a rate of 
interest exceeding the Reserve 
Bank of India rate by more than 
1 %; 

(J) issue of Debentures ; 

(e) mndiag up of the Company ; 

{/) any other matter brought before 
the Board which raises in the 
opinion of the Chairman of the 
Board an important issue and 
which is on that account fit 
to be reserved for the considera- 
tion of Central Government; and 


2. The Chairman of the Board may 
and when requested by any Govenrment 
Director shall, reserve for consideration 
of the Central Government the following 
matters relating to the working of the 
company:— 

{a) Calling up the unpaid capital or 
increasing the authorised capital 
of the Company or issuing of 
any unissued shares forming part 
of the original authorised capital 
or forming the whole or part of 
any increase of capital in the 
event of any increase in capital 
beyond the original authorised 
capital of Rs, 50 lakhs. 


(&) ({) any proposal to borrow at a 

time exceeding Rs. 10 lakhs; 
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(ii) any proposal to borrow wMch 
i-iili mcrease tlio aggregate 
, of such iiidividual borrowings 
to an amount in excess of 25 
per cent of the then paid-up 
capital of the Companyj or Bs. 
10 lakhs whichever is less;, 
(y) issue of Debentures; 

{d) winding up of the Company; 
(^) any important matter relating 
to the Company’s establishment; 
and 

' ' (/) any other matter which ' in his 
opinion involves an. important 
issue of general policy. 

3. The Chairman of the Board of 
Directors of the Company shall be entitled 
to reserve for the consideration and advice 
of the Central Government any other 
matter brought before the Board which in 
his opinion should by so reserved. The 
Chairman shall also if requested by a 
majority of the Directors present and 
voting at any meeting of the Board 
reserve any issue pending before the 
Board for consideration and advice of 
the Central Government. 

4. The Government Directors acting 
as a body have the power to veto any 
decision of the Board of Directors but 
whenever such a veto is exercised, the 
Board of Directors have the right to 
refer the matter by way of appeal to 
the Government of India for their decision 
which is final. 

4. BOARD OF DIRECTORS 
Hindustan^ Shipyard 

Appointment: The President is autho- 
rised to appoint the Chairman, Managing 
Director and six other Directors. The 
other four Directors i.e. one-third of the 
total strength, are nominated by Scindias. 

Number: The Articles of Association 
provide not less than six and not more 
than 14. The present number is 13 
(Thirteen). 

Qtialifications: No share qualifications 
for Government, Debenture and Techni- 
cal Directors. For other Directors holding 
of shares in the Company of the^ aggre- 
gate value of Bs. 1000/- is required. 


Disqualifications: The office, of 'the. 
Director shall ' be vacated if: , 

{a) . he fails to obtain within , the, 
specified time the share ' qualifica-, 
tion; 

(&) he absents himself , from' ; 3 con- 
secutive meetings of the Board 
without' -obtaining leave; 

. (c) he accepts a loan or guarantee 
or security therefor,' from .the 
' ,Company in contravention of Sec- 
tion 295; 

[d,) he contravenes the provkions of 
Section 299 relating to disclosure 
of interests; 

(e) if he is found to be of - unsound 
mind by a Court of Competent 
Jurisdiction; 

(/) he is adjudged insolvent; 

(g) he is disqualified by order of 
court under Section 203: and 

{h) by any notice in writing to the 
Company he resigns his office. 

Tenure: One-third of the Directors 
have to retire by rotation except the 
Government Directors at the ordinary 
General meeting of the Company. A 
retiring Director is eligible for re-election. 
The Company may by extraordinary reso- 
iution remove an^r Director. The appoint- 
ment and removal of Government Direc- 
tors is made by Government of India. 

Remuneration: Not exceeding Bs. 100/- 
for each meeting. The Board has powers 
to revise the fee but so as not to increase 
the same beyond Bs. 100/- for each meeting. 

Poii'ers of the Board of Directors: The 
Board of Directors have the power: — 

{a) to purchase or otherwise acquire 
for the Company any property, 
rights or privileges which the 
Company is authorised to ac- 
quire at such price and on such 
terms and conditions as they 
think fit; 

(5) to invest and deal with any of the 
moneys not immediately required 
for the purposes thereof, upon 
such securities and in such manner 
as they may think fit; 
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(c) to executo in the name of the 
Company in favour of any Direc- 
tor or other person who may incur 
or be about to incur any personal 
liability for the benefit of the 
Company such mortgages of the 

. ' Company's property ..as they 
think fit; 

(d) to give to any Director, officer 
or other person employed by the 
Company an interest in any parti- 
cular business or transaction either 
by way or commission on the 
gross expenditure thereon ora 
share in the general profits of the 
Company and such interest, com- 
mission or share of profits shall 
foe treated as a part of the work- 
ing expenses of the Company; 

(e) before recommending any dividend 
to vset aside out of the profits 
of the company such sums as 
they may think proper for depre- 
ciation or to Depreciation Fund, 
Reserve or Reserve Fund, Sink- 
ing Fund, Insurance Fund or 
any other fund as the Directors 
may, in their absolute discretion, 
think conducive to the interests 
of the Copmany; 

(/) to appoint at their discretion, 
remove or suspend such officers 
as they may &om time to time 
think fit, provided however, that 
the appointment of any person 
to a grade the maximum pay 
of which is Rs. 2000/- or more par 
mensem shall not be made with- 
out the prior approval of Central 
Government; and 

(g) to establish Local Boards for 
managing any of the affairs of 
the Company. 

Ashoka Hotels Ltd- 

Appointment: [i] Two permanent 

Directors are nominated by President 
{ii) Jam Saliab of I^awanagar and Shri 
Harbans Lai Chadha, so long as they 
hold shares worth Rs 1,50,000 and Bs. 
1 lakhs respectively, are entitled to 
nominate 2 persons each as Directors. 

Number: Articles of Association 


provide not less than, seven and .not * 
more than 24. The present niim,ber is, 11. 

'QtmUJimUom : No share qualificatioii 
for .special Directors ,or ,Govemnient 
nominees. For other Directors the c|uali- 
fication shall be the ' holding - of shares 
in the Company of the nominal value 
of Rs. 5000/- or more. 

. Disqualifications: Same as' in Hindus-' 
tan Shipyard. 

Tenure: Same as in case of Hindus- 
tan Shipyard. The Special Director or 
the Government Directors do not retire 
by rotation. 

Remuneration: Remuneration for the' 
services of Directors (other than Govt. 
Director) at the rate of Rs. 1000/- p.m. 
The Debenture and Mortgage Directors 
are entitled to get not more than Rs. 
100/- for each meeting. 

Powers of the Board of Directors: The 
Board of Directors have the power to:— 

(a) purchase or acquire land from 
Central Government; and 

(b) purchase, take on lease or acquire 
from any Government, local 
authority or person any property, 
rights and privileges, maoliinery 
etc. 

No action can be taken on such issues 
mthout President’s approval. 

The question as to what matters are 
not matters involving policy affecting 
the financial position of the Company 
for which a reference may be caused to 
be made as provided herein shall be 
decided by President and the Company 
by mutual agreement. 

Rehabilitation Housing Corporation 

Appointment: The Government of 

India is entitled to nominate one-third 
of the total number of Directors as 
Directors. 

Number: Articles of Association pre- 
lude not less than five and not more 
than 10. The present number of Direc- 
tors is 5. 

Qualifications: The qualification of 
every Director (other than Government 
or Debenture Directors) shall be the 
holding of shares in the Company of 
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the value of Es. 5000/- or : above in 
Ms , name. 

Disqmlijication : Same as in Hindus- 
tan . Shipyard. 

Tenure: Same as hi Hindustan Shipyard. 

Remuneration: , Kot exceeding Es. 
50/- for the services and that of Chairman ■ 
such .sum not exceedhig Es. 50/- for 
every meeting ' of ' the Board and such 
reasonable further remmieration as may 
be fixed by the Board. , 

' , Powers of the Board of Directors: The 
Board of ' Directors have the power: — 

{a) to raise or borrow or secure the 
payment of any sum or sums of 
money for the purposes of the 
Company 5 pay and repay such 
moneys on terms and conditions 
in all respects as Directors may 
think fit and in particular by 
issue of Debentures; 

{h) subject to the provisions of the 
Act and Articles of Association 
to issue debentures at a premium 
or discount or otherwise; 

{c) to execute any mortgage charge 
of security; 

{d) to exercise ail such powers and 
do all such acts and things as 
the Company by its memoran- 
dum or otherwise is authorised 
to exercise and do. The powers 
include the purchase or otherwise 
acquire for the company any 
property rights or privileges which 
the Company is authorised to 
acquire^* making advances and 
loans^ grant of commission to 
any officer on any particular 
business, provided for welfare 
of employees; 

{e) to set aside out of the profits 
of the Company such sums as 
they think proper for Deprecia- 
tion, Beserve Bund or Sinking 
Fund or any special fund to meet 
contingencies and to repay deben- 
ture or debenture stock or any 
loans; 

(/) to appoint and remove or dis- 
charge from the management 
of the business managers, secre- 


taries, experts,, engineers as the 
. Directors ma-y from time to time 
'.think fit and to determine their 
emoluments, .salaries or wages; and 

{g) to establish any local Board, 

11. STATE GO¥ERlllENT COMPANIES 
1. OBJECTS 

Mysore Sugar . Company 

'The. Company was established on SOth 
January, 1933, at.' Bangalore. The 
Company has a sugar factory at JIaiidya 
capable of crushing 2,900. tons of. sugar- 
cane per day. The.re is' also a distilleiy 
attached to the factory. It also holds 
a licence from the Government of Mysore 
to manufacture country spirit for export. 

Radio and Electricals Manufacturing Co. 

The Company was established on 25th 
February, 1946, to carry on the business 
of manufacture of Eadio and Television 
Eeceiver sets, Eadio gramophones and 
Eadio transmission and electric apparatus 
in aU forms. The Company has con- 
cluded manufacturing agreement with 
U. K. firms of repute for manufacture 
of radio component parts and with a 
Swiss firm for manufacture of "water 
meters. The Company has been manu- 
facturing community receiver sets for the 
Government of India besides the manu- 
facture of Domestic Eeceiver sets. 

Fraga Tcols Corporation 

The Company was founded on 28th 
May 1943, to carry on the business of 
Manufacturing cutting tools like Milling 
Cutters, Eeamers, Taps and Dies, Muni- 
tions and General Workshop trade and 
machine tool accessories. Since then the 
manufacturing programme has been con- 
siderably diversified into two main dis- 
tinct lines — ^manufacture of medium and 
light forgings of the railways. The Com- 
pany also makes forgings for Diesel 
engine components and various other 
engineering products like automobiles 
etc. The expansion of the Company is 
now' under active consideration of the 
Government of India and Andhra Pradesh, 

Nizam Sugar Factory 

The Company w^as registered on 
17th April, 1937, in the old Hyderabad 
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State to cany on the business of manu-'' 
facturers of and dealers in all kinds of 
sugar^ gur and their by-products. The 
Government of India have decided to 
set up a newsprint factory in the area 
through the National Development Cor- 
poration. Begassc now being used as 
fuel would be utilized for manufacturing 
newsprint. 

United Electrical Industries 

The Company was established on 3rd 
October^ 1950, in the State of Kerala 
to manufacture or set dovn parts from 
foreign countries and assemble electric 
house-service meters and to deal in them. 
The Company has an agreement with 
Aron Electricity Meter Ltd., London, 
for production of and manufacture of 
electric meters in India. At the ex- 
traordinary general meeting held on 22nd 
March, 1956, special resolutions were 
passed appointing Messrs Associated 
Engineering Corporation (Private) Ltd, 
as Managing Agents of the Company 
for a period of 10 years. 

Travancore Titanium Products Ltd, 

The Company was established on 
10th December, 1946, in the State of 
Kerala to promote the production and 
use of Titanium, 2mco, lead and in 
particular manufacture of Titanium, 

Madras Industrial Imtrument Corporation 

The Company was founded on 26th 
March, 1949. The Corporation was 
sponsored by the Government of Madras, 
for the financing of long-term loans to 
industrial concerns where such credit 
is not ordinarily available from commer- 
cial banks. 

Tripura State Bank 

The Bank was registered as a Com*^ 
pany on the 10th Eebruary, 1946, under 
the Tripura State Companies Act. The 
object of the Bank is to promote and 
finance sound industrial and business 
projects. 

Orissa Road Transport Company 

The Company was registered as a 
Public Joint Stock Company on 1st 
December, 1950, for implementation of 


the plan for rationalisation of road trans- 
port in order to achieve rail-road co- 
ordination. 

2. FINANCE ■ 

Mysore Sugar Company 

G&nerak The Company is,, registered 
with, an authorised capital of Rs.. . 25 
lakhs. The issued and .subscribed, capital 
is Rs. 22 lakhs of which the. State .Govern- 
ment has subscribed Rs. 12 lakhs. 

Borrowing: The Directors are authoris- 
ed to raise or borrow or secure the pay- 
ment of any sum on such terms and 
conditions as they think fit. 

Radio and Electricals Manufacturing Co. 

General: The authorised capital of the 
Company is Rs. 37.5 lakhs. The paidup 
capital is Rs. 24.4 laldis of which the 
Government’s share amounts to Rs. 
15 lakhs. The Government of Mysore 
have sanctioned Rs. 26.5 lakhs as cash 
credit loan during 1956-57. 

Borrowing: The Directors may, from 
time to time, at their discretion raise 
or borrow or secure the payment of, any 
sum or sums of money for the purpose of 
the Company. The amount for the time 
being remaining undischarged of moneys 
borrowed or raised by the Directors 
for the purpose of the Company (other- 
wise than by the issue of share capital) 
shall not exceed share capital of the 
Company without the sanction of the 
Company in general meeting. 

Praga Tools Corporation 

General: The authorised capital of the 
Company is Rs. 1 crore and the subscribed 
capital is Rs. 70 lakhs of which the 
Government of Andhra Pradesh has 
invested Rs. 42.6 lakhs. 

Borrowing: The Directors at their 

discretion may borrow or secure the 
payment of any sum of money for the 
purposes of the Company provided that 
the Director shall not without the sanc- 
tion of a general meeting of the Com- 
pany borrow any sum which will make 
the amount borrowed by the Company 
and then outstanding exceed the issued 
capital of the Company for the time being. 
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Nkain- Sugar. Factory 

Generd: The factory is registered 

with an authorised capital of B8.2 crores. 
The paid-up capital of, the Company is 
Rs. i.46 crores of which the State Go¥em-' 
meat has subscribed Es. 1.05 crores. 

Borrowing: The Birectors are, autho- 
rised to borrow or secure at their dis- 
cretion the payment of any sum or 
sums of money for the purposes of the 
Com,paiiy. , 

United Electrical Indastries 

General: The authorised capital , of 

the Company is Rs. 25 lakhs. The subs- 
cribed and paid-up capital is Rs. 9.51 
lakhs of which the Government has 
subscribed shares worth Rs. 7.75 lakhs. 

Borrowing: The Directors may, from 
time to time, at their discretion borrow 
or secure the payment of any sum or 
sums of moneys for the purposes of the 
Company. They may raise or secure 
the payment of such sums on such terms 
and conditions as they think ht. 

Travanccre Titanium Products Ltd. ■ 

General: The authorised capita! of 

the Company is Rs. 75 lakhs. The subs- 
cribed and paid-up capital of the Com- 
pany is Rs. 73 lakhs. The Kerala Govern- 
ment has subscribed shares worth Rs. 
38.25 lakhs. 

Borrowing: The Directors may exercise 
all the powers of the Company to borrow 
money and to mortgage or charge its 
undertaking, property and uncalled capi- 
tal. Provided that the amount for the 
time being remaining undischarged of 
moneys borrowed by the Directors for 
the purposes of the Company shall not 
at any time, without the previous sanc- 
tion of the Company in general meeting, 
exceed the nominal amount of the autho- 
rised share capital of the Company, 

So long as moneys are due and pay- 
able to the Industrial Finance Corpora- 
tion no mortgage or charge shall be 
created on the assets of the Company 
mortgaged or charged to the Industrial 
Finance Corporation of India without 
the previous written consent of the 
Corporation. 


Madras Industrial Investment Corporaiion 

General : . The ■ authorisecl capital . of 
the Corporation is Rs. 2 crores. The 
paid-up capital of ' the Company Rs. : 
129.51 lakhs ■ of which the State Govern-,- 
ment has subscribed Bs. 1.02 crore. ' The 
total amount of loans advanced by Corpo- 
ration, is Bs. ■99.35 lakhs, as on 30-6-1955 
to various industries like Textiles, Yanas- ' , 
pathi and oils, Textile Machinery manu-, 
facture, '■ Light Eng.ineermg and Con-/ 
feetionery, etc. During 1955- debentures 
%vorth Rs. 50 lakhs were- issued, at ^ 4J per 
cent interest per annum. In the year 
1956 debentures wwe again issued worth 
Rs. 25 lakhs at the same rate of interest; 

Borrowing: The Directors, from time 
to time, at their discretion raise or borrow 
or accept deposits from any person pro- 
vided that the money so borrowed and 
owing and accepted on deposit at any 
time shall not exceed five times the 
amount of the paid-up capital of Company 
and reserves. Provided further that no 
deposit shall be accepted by the Com- 
pany for a period of less than one year. 
A certificate under the hands of two 
Directors to the effect that in taking 
auy loan the Dixoctors are not exceeding 
their borrowing powers shall be sufficient 
and binding on the Company and all 
concerned. 

Tripura State Bank 

The authorised capital at the time 
of registration was Rs. 1 crore. By a 
a special resolution passed at the meeting 
of the Company the Capital has been 
reduced to Bs. 50 lakhs. 

The Directors are authorised to raise 
money on behalf of the Company by 
deposits or loans or by issue of debentures 
or by borrowing from other Banks on 
the security of the assets of the Company. 

The Directors may at their discretion 
raise or borrow or secure the pa37ment 
of any sum for the purposes of the 
Company, 

Orissa Road Transport Company 

The Company was floated with an 
authorised capital of Rs. 35 lakhs. The 
State Government has subscribed 31 per 
cent of the share capital; Central Govern- 
ment, 20 per cent; public and ex-operators 
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29 ‘ per cent, tejaemng 20 par cant 
of tha slmres' for tli6' emploj^ees of the 
Company. With , a view to further ex-^ 
tending the services during the Second 
Five-Year Plan the authorised share 
capital of the Company has been in- 
creased ■ to ,, Bs. 50 lakhs. 

■ 3. MINISTERIAL RELATIONS ' 

Mysore Sugar Works 

1. The Government have a right 
to nominate four Directors. They are 
liable to be removed under the orders 
of the Government. 

2. The appointment of Managing 
Director and General Manager has to be 
approved by the Government. The 
Managing Director is the Chairman of 
the Board of Directors. 

Radio and Electricals Manufacturing Co. 

L The Managing Director and two 
other Directors are appointed by the 
Government who can be removed only 
under orders of Government. The Manag- 
ing Director so appointed is the Chair- 
man of the Board of Directors. 

2. The Government is authorised 
to fix the remuneration of the Managing 
Director, from time to time, in consulta- 
tion with the Board of Directors. 

3. The appointment of General Mana- 
ger and Secretary is subject to the approval 
of Government. 

Praga Tools Corporation 

The Industrial Trust Fund, Andhra 
Pradesh Government is entitled to appoint 
three Directors. 

The Chairman is also nominated by 
the Industrial Trust Fund. 

Ni^sam Sugar Factory Limited 

Two persons are nominated by the 
Government to be Directors of the Com- 
pany. They are liable to be removed 
by the Government. 

United Electrical Industries 

The Government is entitled to appoint 
not more than two Directors on the 
Company’s Board. They hold office at 
the will of the Government and not 
otherwise liable to retirement, 


Travancore Titanium Products Ltd. . 

The Government is entitled to nomi- 
nate one Director. 

Madras Industrial Investment Corporation 

Ltd. 

The Government of Madras are at 
liberty ' to appoint thi‘ee Directors. They 
, can be removed only by the Government.' 

The Chairman of the Board is appointed 
by Government. The appointment of 
Secretary has also to be approved by 
Government. 

Tripura State Bank 

The Government is entitled to nomi- 
nate four Directors to the Board. 

2. Approval of Government is neces- 
sary for the appointment of General 
Manager. 

Kutch Transport Company 

The Government has the power to 
appoint two Directors on the Board. 

Orissa Road Transport Company Ltd. 

The Chairman and one Director are 
ax^pointed by the State Government. 
The Central Government have nominated 
two Directors to the Board. 

4. BOARD OF DIRECTORS 
Mysore Sugar Company Ltd. 

Appointment: The Articles of Asso- 
ciations provide that 4 Directors referred 
to as Government Directors are to be 
appointed by His Highness the Maharaja 
of Mysore. 

Number of Directors: The number of 
Directors is seven (inciusive of Govern- 
ment Directors), 

QtiaUfications: The qualification of 

every Director of the Company (except 
the Government Director) shall be 100 
ordinary shares of the value of at least 
Bs. 5000. 

Disqualifications: The office of a 

Director shall be vacated in the following 
cases: 

1 . if he, or any partner of his or 
the firm of which he is a member, 
accepts, or holds any other office 
or place of profit under th^ 
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Company except that ■ of a Manag- 
lug Director of the Company;. 

, but the position of trustee' of 
a deed for securing debentures, 
or of solicitor' or legal adviser, 
or banker, or a member of the 
agent’s firm is not to be considered 
. an office; or 

2. if ho becomes bankrupt ' or insol- 
vent. 

3. if he is found lunati'C or becomes 
of unsound mind. 

4 . if he, not being already qualified, 
and not being a Goveimment 
Director, does not within the 
period of two months from the 
date of registration of the Com- 
pany obtain his qualification, 
or if after the expiration of such 
period he ceases at any time to 
hold his qualification, and a 
Director vacating office under 
this paragraph shall be incapable 
of being re-appointed Director 
until he has obtained his quali- 
fications. 

5. if he absents himself from the 
meetings of the Directors during 
a period of four consecutive months 
without special leave of absence 
from the Directors, and they pass 
a resolution that he has by reason 
of such absence vacated his 
office. 

6. if by notice in vuriting to the 
Company he resigns his office. 

Tenure: At the first ordinary General 
Meeting of the Company and at every 
General Meeting in every subsequent year, 
one of the Directors (exclusive of the 
Government Directors) shall retire from 
office by rotation. He is eligible for 
re-election. 

Remuneration: The remuneration of 
the Directors (including Government 
Directors) shall be a sum not exceeding 
Es. oO/- each for every meeting attended 
by them and the remuneration of the 
Chairman shall be a sum not exceeding 
Es. 60 for every Board meeting attended 
by him. 
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Powers of Direoiors: Foilomng .are the 
powers' ■ of the Board of Directors:- — • ^ 

(a) to pay preliinmary , expenses;: 

(5) to acquire prop^erty; 

(r) . to pay for property in deben- 
■ ture, etc; 

(d) . to : secure ' contracts by ' mortgage; 

(e) to appoint 'Trustees; 

(/) to- authorise acceptance, etc;, " 

(g) to appoint attorneys; 

■ (k) to give security 'by way, of 
indemnity; 

(i) to invest, the funds. of the Com- 
pany from time to time in Govern- 
ment securities; 

( ;) to set aside from time to time out 
of the not profits realized by the 
Company such a sum of money 
as the Directors shall think fit 
and to place the same to the 
credit of any one or more of the 
undermentioned accounts, or such 
other accounts, as the Directors 
may think fit, viz:— 

(i) Eeserve Bund Account; 

(ii) Fire Insurance Fund 
Account; 

(Hi) Repairs and Renewals 
Funds Accounts (a) 
Buildings, (I?) Machinery, 

(iv) Bad Debt Account. 

{k) to authorise and empower the 
Director and other officers, for 
the time being, of the Company, 
or such other person or persons 
as the Directors may think fit 
to exercise and perform all or 
any of the powers, authorities 
and duties conferred or imposed 
upon the Directors by these 
Articles of Association; 

(/) to give to any person employed 
by the Company a commission 
on the profits of any particular 
business or transaction or a 
share in the general profits, of the 
Company, and such commission 
or share of profits shall be treated 
as part of the working expenses 
of the Company; 



112 


state ENTEUPKISES in : INDIA 


'■ (w) , to ■appoint, remove or suspend 
all officers except those referred 
to' in Article 135; and 

(n) and generally to do, sanction 
and authorise all such matters 
and things as may be necessary 
to be done in and about conducting 
the affairs of the Company or 
carrying into effect all or any 
of the objects or powers of the 
Company as expressed in the 
Memorandum of Association, or 
in and about the execution of all 
or any of the powers herein before 
conferred upon the Directors. 

Chairman and M anaging Direciof: The 
Managing Director is also the Chairman 
of the Company. The Directors may 
appoint one of their colleagues as Manag- 
ing Director subject to the approval 
of the Government on such terms and 
remuneration as they think fit. 

Subject to the Articles of Association 
and the control of the Directors, the 
Managing Director shall have the power 
for and on behalf of the Company to 
endorse and transfer promissory notes, 
stock receipts, stock debentures, securi- 
ties, etc. The Managing Director under 
supervision of the Directors has to main- 
tain accounts of the paid-up capital 
for the time being of the Company and 
generally all its commercial financial 
and other affairs for showing the true 
financial state and condition of the Com- 
pany. 

Radio and Electricals Manufacturing 
Company 

Appointment: The Government has 

the power to nominate three Directors 
including the Managing Director who is 
also the Chairman of the Board. 

Number of Directors: The number of 
Directors shall be nine inclusive of official 
Directors until otherwise determined in 
the General Meeting. 

Qualifications: The qualification of 

other Directors of the Company (except 
the official Directors) shall be the holding 
of at least 600 ordinary shares of the 
value of Rs. 5000. 

Disqualifications: Same as in the 

case of Mysore Sugar Company. 


Tenure: At the first ordinary General 
Meeting of the. Company 'all the Directors 
(except the official Directors) shall, retire 
from office. At the ordinary General 
Meeting in every subsequent year l/3rd of 
the total number of Directors who are 
not official Directors retire from office. 
The official Directors are not , liable to 
retire by rotation. 

Remuneration: The Board may, from 
time to time, fix remuneration to be paid 
to any Director for any extra service 
rendered by him. The sitting fees of 
the Directors (including the official Direc- 
tors for their service) shall be a sum not 
exceeding Rs. 60/- each for each Board 
or Committee meeting attended by them 
and the sitting fees of the Chairman shall 
be a sum not exceeding Rs. 76/- for every 
Board or Committee meetiiig attended 
by him. 

Powers of Directors: The Directors 
shall have the following powers: — * 

[a) to exercise the borrowing powers 
of the Company and to secure the 
repayment of any money borrowed 
or raised in any manner in which 
the Company might do; 

{h) to purchase or otherwise acquire 
for the Company any property, 
rights or privileges which the 
Company is authorised to acquire 
at such price and generally on 
such price and on such terms and 
conditions, as they may think fit. 

{c) to secure the fulfilment of any 
contracts or engagements entered 
into by the Company by mortgage 
or charge of all or any of the 
property of the Company and its 
uncalled capital for the time being 
or in such other manner as they 
may think fit; 

[d) to invest the funds of the Com- 
pany from time to time in Govern- 
ment securities or in securities 
guaranted or approved by Govern- 
ment, or in loans to other Com- 
panies or Banks, if the Direc- 
tors shall deem fit to do so, and 
to vary such investments and 
to execute assignments and trans- 
fers, receipts and documents. 
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. tliat may be necessary or expedient 
ill that behalf;. . 

(e) . ' to set aside .from time to time 

out of the net p.rofits realized by 
the Company ■ such a sum of 
money as the Directors shall 
. think fit and to' place the same 
to .th© credit of any one or more 
of the tmdermeiitioned accounts, 
or such other accounts, as the 
'.Directors may think fit, viz: 

1. Deserve Dun Account. 

2. Dire Insurance', 'Fund Account. 

3. Depreciation Deserve Fund Account. 

4. . Depairs and Deiiewals Fund Ac- 
counts, for {a) Buildings and 
(b) Machinery. 

B. Eesearch Fund Account. 

6. Provident Fund Account. 

7. Bad Debt Accounts. 

(f) to authorise and empower the 
Managing Director and other 
Officers, for the time being, of the 
Company, or such other persons 
or persons as the Directors may 
think fit to exercise and perform 
all or any of the powers, autho- 
rises and duties conferred or 
imposed upon the Directors by 
those present; 

ig) give to any person employed 
by the Company a commission 
on the profi:ts of any parti- 
cular business or transaction or 
a share in the general profits 
of the Company, and such com- 
mission or a share in the general 
profits of the Company and such 
commission or share shall be 
treated as part of the working 
expenses of the Company; and 

(h) and generally to do sanction and 
authorise all such matters and 
things as may be necessary to 
be done in and about conducting 
the affairs of the Company or 
carrymg into effect all or any 
of the objects or powers of the 
Company as expressed in the 
Memorandum of Association, or 
in and about the execution of 
all or any of the powers herein 


before conforrod upon the Bireo* 
tors. 

Powers of Chairman and Managing 
Director: The Managing Director who is 
also the Chairman of the Board of Direc- 
tors presides at the Boai*d meetings. 
The^ Management of business of the 
Company is subject to general control 
and supervision of Directors vested in 
the Managing Director. The Board may 
confer such powers for such time on the 
Managing Director as they decide. The 
Managing Dhector has the power for and 
on behalf of the Company to invest ■ its 
moneys in securities approved by the 
Board to endorse and transfer the stock 
receipts, stock debentures, securities, etc. 
The Managing Director under the super- 
vision of the Board of Directors shall 
cause true accounts to be kept of the 
paid-up capital for the time being of the 
Company, of the credits and liabiKties 
of the Company, commercial, financial 
and other affairs in order to show the 
financial state and conditions of the 
Company. 

Fraga Tools Corporation 

Appointment: The Honourable Trustees 
of the Industrial Trust Fund, Hyderabad 
Government, are entitled to appoint 
three persons as the Directors of the 
Company. 

Ntmiher of Directors: The j>resent num- 
ber of Directors is nine. 

Qualifications: The Ex-Officio Direc- 
tors, Directors nominated by Industrial 
Trust Fund, Debenture Directors, Tech- 
nical Directors are not required to hold 
any qualification shares. For others 
holding of the shares of the nominal 
value of Ds. 10,000 at least is essential. 

Disqualifications: Same as in the 

case of Mysore Sugar Company, 

Tenure: The Ex-officio Directors 

and the Debenture Directors do not 
retire by rotation. l/3rd of the other 
Directors retire annually in General 
Meeting of the Company, 

Remuneration: The Board is em- 

powered to fix the remuneration for 
every meeting of the Board. 
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Powers of the Directors : — ' 

(a) to pay the costs, charges and 
expenses preliniinaiy and inci- 
dental to the proniotioii, esta- 
blishment and registration of the 
Company; 

.{I }) , : to ' purchase or otherwise . acquire 
for the Company, any pi'operty 
rights or privileges which the 
Gompaiy, is authorised to acquire 
at such price, and generally on 
such terms and conditions, as 
. they '.think fit; , ■ 

{g) to secure the fulfilment of any 
contracts or agreements entered 
into by. the Company by mort- 
gage or charge of all or any of the 
property of the Company, and its 
uncalled capital for the time being 
or in SIX eh other manner may 
think fit; 

(d) to appoint and at their discretion 
renio\^e or suspend, such managers, 
secretaries, officers, clerks, agents 
and servants for permanent, tem- 
porary, or special services, as they 
may from time to time think fit, 
and to determine their powers 
and duties, and fix their salaries 
or emoluments, and to require 
security in such instances and 
to such amount as they think 
fit; 

{e) to invest and de^l with any of 
the moneys of the Company 
not immediately required for the 
purposes thereof, upon such secu- 
rities (not being shares in this 
Company) and in such a manner 
as they may think fit, and from 
time to time to vary or realize 
such invostraonts; 

if) persons employed 

by the Company a commission 
on the profits of any particular 
business or transaction or a 
sharo in the general profits 
of the Company and such Com- 
mission or share of profits, shall 
be treated as part of the working 
expenses of the Company; 

{g) to set aside out of the profits 
of the Company, such sums as 


they think proper, for deprecia- 
tion ' or to a depreciation fund, 
Eeserve Fund, or Sinking Fund, 
or any Special Fund, to meet 
contingencies, or to repay deben- 
tures or debenture stock, or for 
equalising dividends, , or. for. special 
' dividends or for ■ repairing, iin- , 
proving, extending ' and. maintain-; 

, iiig any of the property .of the. 
Company ; ; 

, ' (fi) to enter into ^such .negotiations 
and contracts; and 

{i) the Directors from time to time 
' and at any time, may establish 
any local Boards or agencies 
for managing any of the affairs 
of the Company. 

Powers of Chairman and Managing 
Director. United Industrial Trust Cor- 
poration are the Managing Agents of the 
Company. The said Managing Agents 
may, subject to the supervision and 
control of the Directors, appoint and 
dismiss officers, with fuU powers to do 
such acts and things deemed necessary 
for carrying on the busineas and concerns 
of the Company. The Managing Agents 
may also with the sanction of the Board 
of Directors delegate all or any of their 
powers to such officers or Other persons 
as they may see fit. 

Ni 2 sam Sugar Factory 

Appointment: The State Government 
is authorised to nominate two Directors. 

Number of Directors: The present 
number of Directors is nine. 

Qualifications: Qualification of a Direc- 
tor (other than Government Directors) 
shall be a holding of shares of the nominal 
value of Rs, 5000. 

DisgiiaUficatimi : Same as in the ease 
of Mysore Sugar Company. 

Tenure: At every ordinary General 
Meeting one of the Directors (exclusive 
of the Government Directors and ex- 
officio, a special Director or Debenture 
Director) shall retire from office. 

Remtmeration: The Directors shall 

be paid out of the funds of the Company 
remuneration for their services, such 
sums, not exceeding Bs. 75/- for every 
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meeting of the Board attended by Hie, 
as shall from time to time be fixed by 
the Directors. : 

Powers of the Direotors: 

[a) to pay to the Trustees of the 
Hyderabad Industrial Trust Fund 
and Dlianrajgir Raja Ifarsingir- 
,ji respectiwly all costs,, charges 
and expenses paid or ■ incurred 
by them or him respectiTely 
preliminary and incidental to the 
promotion, formation, establish- 
ment, incoiporation and regis- 
tration of the Compan}*, and in 
making preparation for the esta- 
blishment or working of the 
Sugar Factory of the" Company 
or engaging sugar technologists or 
other experts or employees in 
connection with the affairs of 
the Company; 

[d) to purchase or otherwise acquire 
for the Company, any property, 
rights or privileges which the 
Company, is authorised to acquire, 
at such price, and generally on 
such terms and conditions, as 
they think fit; 

[c) at their discretion, to pay for 
any property, rights or privileges 
acquired by or services rendered 
to, the Company, either wholly 
or partially in cash in shares, 
bonds, debentures or other securi- 
ties of the Company and any 
such shares may be issued either 
as fully paid up or with such 
amount credited as paid up there- 
on as may be agreed upon, and 
any such bonds, debentures, or 
other securities may be either 
specially charged upon ail or 
any part of the porperty of the 
Company, and its uncalled capi- 
tal, or not so charged; 

(d) to secure the fulfilment of any 
contracts or agreements entered 
into by the Company by mort- 
gage or charge of all or any of 
the property of the Company, 
and its uncalled capital for the 
time being or in such other man- 
ner as they may think fit; 


{&) to appoint and at tlioir discra* 
tion remove or suspend, such man- 
agers, secretaries, officers, cler i s, 
agents, and servants for perma- 
nent, temporary, or special ser- 
vices, as they may from time to 
time think fit, and to determine 
their powers and duties, and 
fix their salaries or emoluments 
and to requii’e security in such 
instances and to such amount 
as they think fit; 

(/) to invest and deal with any of 
the moneys of the Company not 
immediately required for the 
purposes thereof, upon such secu- 
rities (not bei!ig shares in this 
company) and in such manner 
as they may think fit, and from 
time to time to vary or realise 
su ch investments ; 

{£) to give, award or allow any 
bonus, pension, gratuity or com- 
pensation to any employee of the 
Company, or his widow, chikken, 
or dependents that any appear 
to the Directors just or px'oper, 
whether such employee, his widow, 
children or dipeadonts have or 
have ndt a legal claim upon the 
Company; 

[h) to give to any person employed 
by the Company a Commission 
on the profits of any particular 
business or transaction, or a 
share in the general profits of 
the Company and such commis- 
sion, or share of profits, shall 
be treated as part of the working 
expenses of the Company; 

{i) before recommending any divi- 
dend, to set aside out of the pro- 
fits of the Company, such sums 
as they think proper, for depre- 
ciation or to a Depreciation Fund, 
Reserve Fund or Sinking Fund, 
or any Special Fund to meet 
contingencies, or to repay deben- 
tures or Debenture Stock, or for 
equalising dividends, or for special 
dividends; and 

(J) the Directors from time to time 
and any time may establish any 
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local boards or agencies for 
any of the affairs of 
the Company; 

Unitei Electrical Industries 

Appoinimeni: The ' Government of 

Kerala are entitled to appoint not more 
than two Directors on, the Company’s 
Board. 

.Number- of Directors: Until otherwise 
determined, by subject to resolution in 
a General Meeting, the number of Directors 
shall not be leSvS than tliree or more than 
eleven (excluding nominated ex-officio, 
special or debenture Directors (if any). 

Qmlificaiions: Every Director (other 
than the ex-officio, special or nominated 
Director) shall hold shares of the aggre- 
gated nominal value of at least Bs. 
5000/- in the capital of the Company. 

Disqualifications: Same as in the 

case of Mysore Sugar Company. 

Tenure: One-third of the Directors 
(excluding nominated, ex-officio Directors) 
retire ficom office at every Annual General 
Meeting. 

Remuneration: Every Director (mcluding 
the ex-officio, special or nominated and 
debenture Directors) attending the Board 
Meetings shall be entitled to a fee of Rs, 
50/- per sitting of the Board of Directors 
or Committees of the Board. They are 
also entitled for travelling, hotel and 
other expenses. The Board may further 
award any special remuneration out 
of the funds of the Company to any Direc- 
tor residing abroad in the interest of 
the Company. 

Powers of the Directors: The business of 
the Company shall be managed by the 
Directors who may pay all expenses 
incurred in getting up and registering 
the Company and may exercise all such 
powers of the Company as are not by 
the Companies Act or any statutory modi- 
ffcation thereof for the time being in 
force or by these articles required to be 
exercised by the Company in general 
meeting, subject nevertheless to any 
regulation of these articles, to the pro- 
visions of the Companies Act and to 
such regulations being not inconsistent 
with the aforesaid regulations or provi- 


sions, as may be prescribed by^ the.'^ 
Company in general meeting; but .no 
regulation' made by . the . Company .in 
general meeting shall invalidate any 
prior act of the Directors, which would 
have been valid, ,if that .regulation had , 
not been made. 

Powers of Chairman and' Managing . 
Director : The affairs of ' the Company 
sliallbe managed by the Managing Agents 
subject to the directiO'U and control of ^ 
the Board of Directors. Messrs. Associated 
Engineering Corporation Ltd. Trivandrum 
are the Managing Agents for a period 
of ten years. 

Powers of Managing Agents: The 
Managing Agents, subject to control 
and direction of the Directors, have the 
powers to engage and dismiss officers; 
the general direction and management 
of the business of the company. 

The Managing Agents shall not exer- 
cise the following powers:—^ 

1 (^x) make calls on shareholders in 

respect of moneys unpaid on 
shares in the Company; 

(5) borrow moneys except within 
limits previously fixed by Direc- 
tors at a Board Meeting; 

{c) invest the funds of the Com- 
pany; and 

(<Z) make loans except within the 
limits previously fixed by the 
Directors at a Board Meeting. 

2 The Managing Agents shall also not 
exercise their powers in regard to 
the following matters, except with 
the previous approval of the Directors: 

{a) to appoint any person as Manager 
of the Company within the mean- 
ing of the Indian Companies Act; 
(5) to engage on behalf of the Com- 
pany any person who is either 
a relation of any Director whether 
of the managed Company or of 
the Managing Agency Company 
or a relation of any partner of 
the ISIanaging Agents, or of a 
partner of a Director of the 
managed Company; 

{c) to compound or sanction the ex- 
tension of time for payment 
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of or satisfaction , of any debt 
, to tlie Company from any -asso- 
ciates .of the Managing Agents; 

(i) to engage staff on behalf of the 
Company except staff whose re- 
mnneratioE is within the limits 
prescribed, by the Directors of 
the. Company; 

(e) to purchase or sell, cajiital assets 
■ on behalf of the. Com,pany except 
where the purchase or, -sale ’ price 
is within the limits prescribed 
, by the. Directors of the Company. 

Travaneore Titanium Products 

Appointment : The ' Travancore- 

Cochin Government, so long as it holds 
shares worth Rs. 1.5 lakhs, shall be entitled 
to nominate one Director. The Managing 
Agents shall be entitled to nominate 
two persons to serve on the Board of 
Directors. ISTotmthstanding that a Mem- 
ber or Dkector or their Company is 
already a Director of the Company by 
election — so long as any moneys are due 
and payable by the Company to the 
Industrial Pinance Corporation of India, 
this Corporation shall be entitled to appoint 
two Directors. These Directors will be 
known as Corporation Directors. 

Number of Difecion: The present 
number of Directors is nine (including 
a Chairman). 

Qualifications: The ex-ofiicio Directors 
shall not at any time be subject to any 
share qualification. The other Directors 
also do not hold any share qualification. 

Disqualifications: Same as in the case 
of Mysore Sugar Company. 

Tenure: At the first ordinary General 
Meeting of the Company, the whole of 
the Directors shall retire from office 
and at the ordinary meeting in every 
subsequent year, one-thffd of the Direc- 
tors (excluding the special and Corpora- 
tion Directors) shall retire from the office. 

Remuneration: The Directors shall 

be paid an amount as may be fixed by 
the Board but not exceeding Es. 100 
for each meeting of the Company. 

Powers of the Directors: The Directors 
may from time to time appoint one or 


more of their body to the office of Mana- 
ging Director or Manager for such term, 
and such remuneration (whether by way 
of, salary, or commission or participation 
in profits, or partly in one way and partly 
in .another) as they may think fit, and 
. a Director, so appointed shall not, while 
holding'.that -office be subject to retire- 
ment by rotation, or taken into account 
in determining the rotation of or retire-* 
ment of Directors, but his appointment 
shall- be subject to determination ipso, 
facto if he ceases from., any 'caa.s-e to,, be a 
Director, or if the Company in General 
Meeting resolve that his tenure of the 
office of Managing Director or Manager 
be detemiined. Provided however that 
so long as any moneys are due and pay- 
able by the Company to the Corporation 
no remuneration by way of participation 
in profits of the Company shall be given 
to any Managing Director or Manager 
as provided herein without the Cor- 
poration’s prior consent in writing had 
been obtained. 

2. The Directors may arrange that 
any branch of the business carried on 
by the Company or any other business 
in which the Company may be interested 
shall be carried on by or through one 
or more subsidiary companies. 

3. Without prejudice to the appoint- 
ment of Managing Agents and to the 
position, rights and powers of such Manag- 
ing Agents the Directors may establish 
any local boards or agencies for managing 
any of the affairs of the Company, either 
in India or elsewhere. 

4. The Dir6ctoi\s from time to 
time and at any time by pou'er of attorney 
appoint the attorney <;r attorneys of 
the Company. 

5. Without prejudice to the appomt- 
ment of Managing Agents and to the 
position, rights and po\^rers of the Mana- 
ging Agents, the Directors may exercise 
all the powers of the Company to borrow 
money, and to mortgage or charge its 
undertaking, property and uncalled capi- 
tal, and to issue debentures, debenture 
stock and other securities whether out- 
right or as collateral security for any 
debt, liability or obligation of the Com- 
pany or of any third party. Provided 
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tliat the , amount for tliQ time being re- 
maining undivscliargecl of moneys borrowed 
by the Directors for the purposes of the 
Company shall not at any time, without 
the previous sanction of the Com- 
pany in general meeting, exceed the 
nominal amount of the authorised share 
capital of the Company, but no debt 
incurred or security given in respect of 
moneys borrowed in excess of the limit 
hereby imposed shall be invalid or in- 
effectual, except in the case of express 
notice at the time v/hen the debt was 
incurred or secuiity given that the limit 
hereby imposed had been exceeded. 
Provided, however that so long as any 
moneys are due and payable to the In- 
dustrial Finance Corporation of India 
no mortgage or charge shall be created 
on the assets of the Company mortgaged 
or charged to the Industrial Finance 
Corporation of India without the previous 
written consent of the Corporation. 

Chairman and Managing Director': The 
Directors may elect a Chairman and 
determine the period for which he is 
to hold office. 

Madras Industrial Development Cor- 
poration 

Appointment: The Government of 

Madras are entitled to appomt three 
Directors. 

Number of Directors: The number of 
Directors is eleven (inclusive of ex-officio 
Directors) . 

Qualifications: Not specified in the 
Articles of Association. 

Disqualification: Same as in the case 
of Mysore Sugar Company. 

Tenure: At the Annual General Meet- 
ing, one-third of the Directors (except 
the ex-officio Directors) retire from office. 

Remuneration: No remuneration shall 
be paid to the Directors but for all 
meetings of the Directors (inclusive 
of meetings or Committees attended 
by them) each Director shall be paid 
allowance on the following lines, viz., 
sitting fee iRs. 25, railway fare (one air- 
conditionod class fare) plus mileage at 
one anna per mile. 


Powers, of Directors: The control of the 
Company shall be vested in the Directors 
and the business of .the Company shall 
be managed by the Directors. 

The Directors have the specific 

powers; — 

(a) to purchase or otherwise acquire 
for the Company any property, 
rights or privileges w’-hich the 
Company is authorised to acquire; 

(b) to secure the fulfilment of any 
contracts, agreements or engage- 
ments entered into by the Com- 
pany by mortgage ; 

(c) to appoint and at their discretion 
remove or suspend officers and 
to determine their power.s and 
duties and fix their salaries or 
emoluments and to require secu- 
rity in such instances and to 
such amount as they think fit; 

{d) to invest and deal with any of 
the moneys of the Company 
not immediately required for the 
purposes thereof upon such secu- 
rities (not being shared in this 
Company and in such manner as 
they may think fit and from 
time to time to vary or realize 
such investments); 

{e) to enter into all such negotiations 
and contracts and rescind and 
vary ail such contracts and execute 
and do all such acts, deeds and 
things in the name and on behalf 
of the Company as they may 
consider expedient for or in 
relation to any of the matters 
aforesaid or otherwise for the 
purposes of the Company; 

(/) to make provisions for pensions, 
gratuities or compensation; 

(g) the Companjr shall have a Tech- 
nical Advisory Panel consisting 
of such number of persons as the 
Board may prescribe; and 

(h) the Directors shall have power 
to appoint a Secretary for the 
Company subject to the approval 
of the Government and confer 
on him such powers authorities 
and discretions as the Board 
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may from time to time pres- 
cribe. 

Chairman: The Government of Madras 
.is entitled to appoint a Birector as Cliair- 
maii of the Board, for a period of three 
years. 

'Technical Advisory Panel:- The Articles 
of Associatio.n provide that the Compaiw 
shall, have a Technical .Advisory Panel 
consisting of such number of persons 
as the Board may prescribe. 

Seefetary: . The Directors have also 
power to appoint a Secretary for the 
Company subject to the approval of 
Government and confer on iiim such 
powers^ authorities and discretions as 
the Board from time to time prescribe. 

Tripura State Bank Ltd. 

Appointment : One-third of the total 
number of Directors are nominated on 
behalf of Government of Tripura. 

Nuniber of Directors: Xumber of 
Directors not less than seven and not 
more than 15. The present number is 32. 

Qualifications: The qualification of 
every Director other than the Director 
nominated by the Government of Tripura 
shall be the holding in his own name (10) 
shares of the Company of the face value 
of Bs. 100. 

Disqualification : Same as in the case 
of Mysore Sugar Company. 

Tenure : Oiie-thii-d of the Directors 
shall retire in every Annual General 
Meeting by rotation except the Govern- 
ment nominated Directors whose period 
of offices shall be determined by Govern- 
ment. 

Powers of Director : The Board has 
the powers to: 

(a) purchase or otherwise acquire 
for the Company any property; 

(5) appoint Officers, Secretaries, 
Agents, Clerks, and servants, for 
permanent, temporary, or special 
services as they may from time 
to time think fit and to deter- 
mine their duties and fix their 
salaries or eTnohnnouts and to 


requite security in such insteiices 
and to such amount as they think 
lit; and at their di.seret.ion ,to;, 
remove or suspend such, officers,, 
clerks, secretaiy, agents or , 
servants ; ■ 

{c) invest 'ani . d,eal ■ with .any . of . 
. the moneys .of the .Company ' not 
immediately required Tor the 
purposes thereof upon such seen-' 
rity and in such manner as they,, 
thhik fit and from time to .time 
to vary or realise such investment; 

[d] give any officer or other person 
employed by tlie Company a 
commission or the p3*ofits of 
any particular business or trans- 
action or a share in the general 
profits of the Company and such 
commission or share of profits 
shall bo treated as part of the 
working expenses of tho Company. 

(e) before recommending any dh idend 
to set aside out of the profits 
of the Company such sums as 
they think proper as a Reserve 
Fund to meet contingencies or for 
equalising dividends or for such 
other purposes as tho Directors 
shall in their absolute discretion 
thinlv conducive to the interest 
of the Company, but until the 
amount of the Reserve Fund is 
equal to its paid-up capital, the 
amount to be set aside for this 
Fund shali not bo less than 20 
per cent of the x^roflts; and also 
to invest the several sums so set 
aside (except the amount in the 
Reser^T. Fund) upon such invest- 
ments as they may think fit and 
from time to time to deal with 
and vary such investments and 
dispose of ail or any part thereof 
for the benefit of the Company; 

if) provide for the establishment of 
a Provident Fund on such terms 
and conditions as the Directors 
may lay dovm; 

(g) authorise any Director, General 
Manager, or any officer of the 
Company, jointly or severally 
to open and operate on a current 
account on behalf of the Company 
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' . witli any other Bank/ Company^ 

' ; . Firm or individual; 

(^/authorise 'any Director, or 
the General Manager, to do all 
acts which ' the Directors are 
, authorised to do on behalf of 
the Company; 

(i) give the officers or other persons 
of the 'Company -, such bonus ■ as 
they think lit; 

(i) P^y ^ commission not exceed- 
ing 5 per cent to any authorised 
or recognised person at any time 
for subscribing or procuring or 
agreeing to procure subscription 
for any share of the Company. 

Management and Control: The Directors 
annually elect one of them as Chairman 
of the Board of Directors to preside over 
the meetings of the Board. The manage- 
ment and control of the Company is 
vested in the Directors assisted by a 
General Manager. The appointment of 
the General Manager, the terms and condi- 
tions of his appointment and his removal 
from office is subject to the approval of 
the Government of Tripura. The General 
Manager is entitled to be present at all 
meetings of the Board and Committees 
and take part in their deliberations and 


discussions and unless he is a Director 
shall not be entitled, to vote.. 

The Kutch Transport Co,, Ltd. 

Appo$nimenf: The , State Govern- 

ment has a right to appoint two Directors 
and the Managing Agents have also a 
right to .. appoint two . Directors. . . The 
Chaiman of the Managing Agency or 
'his nominee shall also be a Director of 
the Company. 

Numher of ' Directors: The number of 
Bii'ectors shall not be less than four and 
not more than seven. 

Qualifications: A . Director does not 
require any qualification. 

Disqualifications: Same as. in the case 
of Mysore Sugar Company. 

Tenure: The Directors nominated by 
Government and the Managing Agents 
may be removed from office in writing 
to the Company by the appointors. 

Remuneration: As regards remuneration 
of a Director the amount shall not exceed 
Rs. 100/-. The exact amount may be 
fixed by Directors. 

Powers of Directors: The Articles of 
Association do not provide any specific 
powers of the Directors except the general 
powers of management. 


CHAPTER X 
Control Boards 


I 

Tlie following paper on seven Control 
•Boards analyses tlieir powers and consti- 
tution as set forth in the Eesoiations (on 
Orders). ' establishing them: — 

L Bhalu'a Control Board ' 

,.2; 'Hhafcud Control Board 

3. Sfagarjnna Sagar Control .Board ■ 

4. Chambal . Control Board 

5. ' Eihand Dam Control Board 

6. Kosi Control Board 

7. Koyna Control Board ' 

Of these seven Board s, the first four 
were established in terms of resolutions of 
the Govt, of India, the fifth and sixth 
by orders of the U. P. and Bihar Govern- 
EientS ' respectively and the last one by 
a resolution of the Govt, of Bombay. 
Two of them viz, the Bhakra Hangal 
Control Board and the Chambal Control 
Board are in charge of inter-state pro- 
jects.. The Bhakra Nangal project covers 
Punjab and Bajashtan while the Chambal 
project covers Madhya Pradesh and 
Eajasthan. The Nagarjuita Sagar pro- 
ject was an inter-state project originally; 
but after the integration of the former 
States of Andhi'a and Hyderabad into 
the present Andhra Pradesh the project 
now covers only one State. The Hirakud 
project, though it covers only one State, 
is a Central Govt, project as the latter 
has been appointed by the Orissa Govt, 
as its agent for the construction of the 
project. The last tliree are wholly 
'.State., projects. 

IL Functions 

The functions of the Boards are more 
or less the same. But it may he mentioned, 
that, in the case of the first four, they 
have been prescribed in greater detail 
than in the case of the other two; in the 
case of these two the Eesolution of Order 
setting them up merely states that they 
are to manage, administer and supervise 
the execution of the project. The func- 


tions of the Bhakra Naiigal Control 
Board, may; .be taken as the general 
pattern 'of the, functions of .the,, other 
.four boards. These functions . a.re:— 

(i) to scrutinise the esStimate of the; 

■ project prepared by ■ ■ Punjab, 
advise necessary laodifications 
and recommend the estimate 
for administrative approval of 
the Government concerned; 

(u) to examine and approve from 
time to time the 'delegation of 
such powws both technical and 
financial, as it may be 'iieeessai'y 
for the, efficient execution of 
the project to the Chief Engi- 
neers, Superintending Engineers 
and Sub-Divisional Officers enga- 
ged in the execution of the 
project; 

(m) to examine and, whei’e necessary, 
to lay downi specifications aiid 
schedule of rates for various 
classes of w^^ork with a view 
to sound and efficient execution 
of the project; 

(w) to approve all sub-estimates and 
contracts, the cost of which 
exceeds the powers of sanction 
of the Chief Engineers; 

(v) to approve all proposals for 
award of work or supplies on 
contract other than these based 
on public tenders and on 
detailed quantitative estimates 
and works allotted on wmrk order 
on schedule rates; 

(vi) to frame rules as to delegation 
of powers and procedure for 
the purpose of cariyiiig out its 
business. 

(m) to decide, after ascertaining the 
views of the Bhakra Advisory 
Board, the programme of cons- 
truction of different parts of 
the project in all the three states^ 
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keeping in %lew the funds 
avaiiablej the economics of the 
project and the desirability of 
obtaining quick results; 

(vUi) to decide after obtaining the 
views of the Bhakra Advisory 
Board, on the stage of develop- 
ment of water power and the 
withdrawals of water from the 
reservoir during the construc- 
tion period for irrigation and 
power purposes with a view to 
securing best uses of water 
available; and 

(ix) to receive monthly progress re- 
ports both as to works and ex- 
penditure in a prescribed form 
fr‘om the Chief Engineers re- 
viewing the progress of different 
units of the project and lay 
down steps to be taken to 
expedite the work. 


III. CONSTITUTION 



(1) Bhakra Control Board (Headquarters 
BeUii). 

This Board was set up according to 
a Eesolution of the Government of 
India, in September, 1950. It consists 
of the following: — 

1. Shii C. P. N. Singh 
Governor of Punjab, 
in personal capacity 

Chairman 

2. Secretary to the Government 
of India, Ministry of 
Irrigation and Power 

ViGe^Chairman 

3. Joint Secretary, 

Ministry of Pinance, 

Government of India Member 


4. Chairman, Central Water 
8c Power Commission 

5. Chief Engineer, 

Bhakra Dam 

6. Secretary, Finance, 

Punjab. 

7. Chief Engineer, 

Bajasthan 

8. Chief Secretary to the 
Himachal Pradesh Government 


The Board is in overal charge of all 
technical and financial matters relating 
to the construction of the project, the ■ 
actual construction being, carried out, 
under the direction of the Control Board, 
by the Chief Engineer concerned of the 
State in which the work lies. ' The res- 
pective Chief Engineers are . allowed to 
contract .for works, supplies and, services 
at the direction' of the Control . Board., 
such contracts .being executed on behalf 
of the State Government concerned. ■ 

Tire Board is assisted by a whole-time 
Seeretaiy and a Deputy Secretary and 
other staff. The Chief Engineer concerned 
with any of the projects is invited to 
attend the meetings of the Board when 
matters relating to his pai*t of the pro- 
ject are under consideration. Generally 
the Board meets once in a month. 

(2) The Hirakud Control Board (Head- 
quarters — Hirakud) . 

It was set up according to a Besolu- 
tion of the Government of India in March. 
1957. The Board consists of the following: 

1. The Chief Minister 

of Orissa Chairman 

2. Secretary to the Govern- 
ment of India, Ministry 

of Irrigation and Power V ioe-^Chainna-n 

3. A representative of the 
Central Ministry of Finance 

Member 

4i The Chairman, Central Water 

8c Power Commission „ 

The Finance Secretary to 
Orissa Government „ 

6. The Chief Engineer, „ 

7. The Member, Board of 

Revenue, Orissa, Sambalpur „ 

8. The Chief Engineer 

Hirakad Dam Project ,, 

The Board is in overall charge of the 

project mciuding its ■ technical and finan- 
cial aspects. However, it has to work 
under the general supervision of the Govern] 
ment of India. The actual contruction 
work is carried out by the Chief Engi- 
neer of the Project who has been given ' 
powers to contract for works, supplies] 
and services at the direction of thej 
Central Board, such contracts being 
executed on behalf of the Government 
of India. 
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.The Board is assisted fey ,a, whole-' 
timO' secretary. There is , a.Iso a Finan- 
cial Adviser ' attached to, the project, 
Tiio latter. and the Secretary to the Govern- 
meiit , of Orissa,. River t^Iley Bepart- 
ment, are also ordiiiariiy invitee] to attend 
.the meetings of the Board. The Chief 
Engineer . to ' the Government of . Orissa, . 
.concerned .ivith. any part .of the project 
is also invited, to attend the Board meet- 
ings as ■ Adviser when matters relating 
to Ms part of the project are under consi- 
deration. , 

(S) The Nagarjuna Sagar Control 
Board (Headquarters — Hyderabad) 

This Control Board was set up in 
June 19S5. It consists of: 


hilitation of. displaced persons and other 
cognate . matters. He 'also advises the 
State Government of the' economic as- 
pects of ' 'the project and also eiiBure 
that, progress on the eiigineoring and 
developmental aspects is probably co- 
ordinated, and, that there, is no time lag 
between the completion of the dam and 
the utilisation of benefits. 

. The Board is assisted by a, fuU-time 
Seeretaiy and other .staff. The' Chief 
or Superintending Engineer in ' charge, 
of canals also attends the meetings 'of 
the Board when matters coming within 
their purview are discussed. 

(4) The' Ghambal Control ' Board 

(Headquarters — ^Delhi). 



1. The Chief Minister of 

Andlma Pradesh Chairman 

2. The Minister of Finance Member 

3. The Minister for Iniga- 

tion and Power „ 

4. A Joint Secretary, Ministry 

of Finance, Government of 
India or an alternate nomi- 
nated by him ,, 

5. Chahman, Central Water and 

Power Commission „ 

6. The Administrator, 

ISTagarjuna Sagar Project „ 

7. The Chief Engineer, * 

Nagarjuna Honda Bam „ 

The Board is in overall charge of 
the project, including its technical and 
financial matters. The actual work of 
construction is done by the Chief Engi- 
neer of the project, under the dkection 
of the Control Board. 

There is an Administrator, "who is also 
a member of the Board appointed by the 
Central Government, in consaltation with 
the State Government. This officer 
w’orks in close liaison with the Chief 
Engineer and project revenue authorities 
of the State, and also advises and assists 
them in overcoming difficoltios that may 
arise in the course of the execution 
of the project. He is also 
to ensure that there is no delay in land 
acquisition, localisation of Ayacuts, 
preparation of record of rights and reha- 


feet up in 1900 April. The Board 
consists of the following:— 

2. The Deputy Minister for 
Irrigation and Power, Govern- 
ment of India Chairtnan 

2. The Mnister in charge of 

Chambal Project, Madhya 
Pradesh. Member 

3. Tlie ]\Iinister in charge of 

Chambal Project, Rajasthan „ 

4. A Joint Secretary, Ministry 
of Finance, Government of 
India or alternate nomi- 
nated by him. 

5. Chairman, Central Water 

and Power Commission „ 

6. Chief Engineer, Chambal 

Pz^oject, Madhya Pradesh „ 

7. Chief Engineer, Chambal 
Project, Rajasthan Government j,. 

The Yice-Cliairmanship of the Board 
is taken in rotation by the Ministers 
in charge of Chambal Project in Madhya 
Pradesh and Rajasthan. The Board is 
in overall charge of the project. 

Actual construction work is carried out 
under the direction of the Control Board, 
by the Chief Engineer concerned of the 
state in which the work lies except the 
work in respect of the construction of 
the Gandhi Sagar Bam and appurtenant 
works which lie in both the states, and 
done by the Chief Engineer, Chambal 
Project, Madhya Pradesh Government, 
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■Tlie' respective CMef Engineers are also 
allowed to contract from works, supplies 
and ^ services at, the direction of the 
Control Board. Tke contracts in respect 
of all ' Works are executed in the name 
of both the Governments. 

'The board "is assisted by a ■ wholetime 
Secretary and a Financial Adviser. 

■ (5) The Hihand, Dam Control Board 
(Head quarters— Ifiicknow) . 

This Board was set np in March 
1954 in order to ‘^manage and control 
the affairs of the Eihand Dam and Power 
Station project’’ by an order of the Govern- 
ment of Uttar Pi‘adesh. It consists of: — 

1. Chief Minister, U.P. Chairman 

2. Minister of Power and - 

Finance U. P, Member 

3. Minister of Irrigation 

and Information „ 

4. Chairman, Central Water 

and Power Commission „ 

6. Joint Secretary, Ministry 
of Irrigation and Power, 
Government of India „ 

6. Joint Secretary, Ministry 
of Finance, Government 

of India „ 

7. Chief Secretary to the 
Government of Uttar Pradesh „ 

8. Commissioner Financial Affairs- 
cum-Secretary to Government 
of U.P., Finance Department „ 

9. Secretary to Government of 
U.P., Irrigation and Power „ 

10. Chief Engineer, Irrigation 

Department, U.P. „ 

11. Chief Engineer, Electricity 

Department, U. P. „ 

12. Private Secretary to the 

Chief Minister of U.P. ,, 

13. Yice-Chancellor, Roorkee 

University ,, 

14. Secretary, Planning 

Commission Ohsener 

In addition to these members, the 
Board is empowered to coopt one or 
more persons generally or in connection 
with any specific items on the agenda 


■of a particular meeting of the Board. 

■ The Board .has power to finally dispose 
of all matters relating to project reqnfcmg 
the order of ' the Government vitliont 
referring to the Administrative Depart- 
ment or the Finance Department. 

There is a whole-time secretary to 
the Board, , who is an Engineer of the. 
rank of the Superintending Engineer. ■ 

(6) Kosi Control Bom-d (Headquarters 
— -Patna). 

The Kosi Control Board was set up 
by an order of the Bihar Government in 
September, , 19o4. It consists of the 
following : — 

('/) Chief Minister of Bihar Chairman 
{n) Irrigation Minister of Bihar Member 
[Hi) Dy Irrigation Minister of Biliar „ 

[iv) Jt. Secretary, Ministry of Finance 
Deptt. of Expenditure, Govt, 
of India or his representative „ 

iv) A representative of the Minis- 
try of Irrigation and Powei*, 

Govt, of India „ 

{vi) Chairman Central Water and 
Power Commission or his 
representative „ 

[vk) Development Commisioner of Bihar „ 
[vki] Chief Engineer, Kosi Project „ 
[tx) Chief Administrator Kosi Project „ 

The Financial Adviser attached to 
the project, the Finance Secretary, Irri- 
gation, Secretary and the Chief Secre- 
tary to the Bihar Government are ordi- 
narily invited to attend the meetings 
of the Board. 

The Board is in overall charge of the 
project, and functions under the general 
supervision of the State Government. 
The Chief Administrator, tlie Chief Engi- 
neer and the other Staff are appointed 
by the Bihar Givernment. Necessary 
powers are vested in them to contract 
for wDrks, supplies and services, at the 
direction of the Control Board. Such 
supplies, services, etc. are executed on 
behalf of the Government of Bihar. The 
Chief Administrator is also the Secretaxy 
to the Board. Noxmally the Board meets 
once every two months. 
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(f) The Koyna . CoBtrol Beard 

(Haaclqimrters— Bombay) . 

Set up in June 1054 by. a Besoliitio.n 
of the Go Yeriiment : of Bombay, the- 
Board lias the following as members: — 

1. The Miiister, Public Works 

Bepartment, Bombay Chairman 

2. The Minister, Pinaiice 

Department. Member' 

3. The Deputy Minister, Public' ,, 
Works Department 

4. The Secretary, Einaiiea 
.Department 

5. Joint SeciBtary, Govermiieiit 
of India Ministry of Finance 

or alternate nominated by him „ 

6. Chahman, Central Water 

.and Power. Comiiiissioii „ 

7. Joint Secretary, Government 

of India, Ministry of Irriga- 
tion and Power " „ ■ 

8. The Chief Constructional 

Engineer, Ko3ma „ 

9. Chief Engineer, Public 

Works Department (Irrigation) „ 

10. Shri S. L. KMoskar ^ 

11. Shri H. M. Hasram Premji ,, 


,. ^ The Board Is to administer .and super* 
vise the execution of the Koyna. Project., 
The Board is empowered to' sanction 
specifle detailed items of expenditure, 
' vithin the lim,its of budget provision 
in each .year and to make contracts 
and sanction tenders relating, to matters 
which are beyond the limits ' of powers . 
delegated to fhe. ' Chief E'ngineer. . ■ It 
may also make variations ' in contracts' 
and estimates in respect of matters which 
are beyond the com,petence of ■ the 
Chief E.ngineer. The Board -has .' also 
power to .relax recruitment' rules in re- 
gard to non-gazetted staff, to sanction 
establishment, grant higher starting pay 
etc. However, the Board has no power 
to pass the final orders in respect of 
these matters. The formal orders imple- 
menting the decisions of the Board 
are made by the Public Works Depart- 
ment of the Government after the Board 
submits the papers to the Department 
concerned. The Board is also prohibited 
from having any direct dealing with 
the public. Government, however, may 
entrust the Board with additional powers. 

The Seeretaiy, Public Works Depart- 
ment, who is a member of the Board, 
is also its Secretary. 


CHAPTER XI 

Departmental Enterprises 
Ministry of Railways 


TWO ENTERPRISES 

The Chittaranjaii Locomotive Works 
and the Integral Coach Factory at Peram- 
bur are two departmental enterprises 
under the Ministry of Railways. ^ The 
administration of these undertakings is 
under the control of the Railway Board 
which is a statutory body constituted 
under the Indian Railway Board Act, 
I90S. The Railway Board functions 
as a Ministry of the Govt, of India and 
exercises all powers of the Central Govern- 
ment in respect of regulation, construc- 
tion, maintenance and operation of 
Railways. The Constitution of the Railway 
Board gives the Board fall freedom in 
shaping and carrying out the Railway 
policy. The Board' functions as a corporate 
body and the members are functional 
in character. The Board consists of the 
Chairman, the Financial Commissioner 
and three members in charge of Staff, 
Civil Engineeriiig and Transportation. 
The Chairman is ex-officio Secretary to 
the Government of India in the Ministry 
of Railways. The Financial Commissioner 
is also an ex-oflicio Secretary to the Govt, 
of India in the Ministry of Railways in 
financial mattex's. 

The functions of each of the members 
are given below: — - 

1. Chairman: The Chairman is res- 
ponsible for policy decisions ‘ which are 
put up to the Minister by him. The 
present Chairman of the Board also 
functions as a Member for Mechanical 
Engineering. He can over-rule the other 
Members of the Board except the Financial 
Commissioner who has a right to approach 
the Railway Minister and the Finance 
Minister in case of disagreement, 

2. Financial Commissioner: 

The Financial Commissioner’s concur- 
rence is essential for sanction of any 
proposal involving expenditure or affect- 
ing Railway Revenues. He has a right 
of direct access to the Finance Minister 


on any financial issues on, which he does 
not agree with the views of , the Railway 
Minister. 

3. ^ The Member (Civil ' Engineering) > , 
the Member (Transportation) and the 
Bf ember ■ (Staff) are the three functional • 
members responsible for giving necessary 
technical guidance to the Administration 
in respect of the subjects for which they 
are in over- ail charge. , These Members 
are assisted by additional Members and 
also technical officers designated as 
Directors. The Directors are responsible 
for issuing instrnctions direct to the Rail- 
way Administrations. ' They are heads 
of their respective branches and keep 
liaison with the Railway Administration. 

(a) CMttaranJan Locomotive Works 
Intfoduciion : 

Prior to 1947, attempts to manufac- 
ture locomotives within the country 
ware frustrated by foreign vested interests. 
After the attainment of Independence 
the Government of India decided on 
promoting as early as possible domestic 
manufactiix'e of locomotives and set 
up the Chittaranjan Locomotive Works 
which turned out their fii'st locomotive 
on the 26th January, 1950. The record 
. of production has indeed been striking, 
as since its cominencemant in 1950-51 upto 
March 31, 1957 the total o'litput amounted 
to 504 locomotives. The production was 
stepped' up during 1955-56 to 129 loco- 
motives as against the initially rated 
capacity of 120 average size locomotives. 
The Works are expected to turn out 168 
locomotives during 1957-68 as against 
156 in 1956-57. This shows remark- 
able advance towards self-sufficiency. 
The factory has also manufactured 120 
locomotive boilers during the year 1956-57 
and 338 W. G. boilers upto March 31, 
1957. 

Organisation : 

A General Manager is in the over- 
all charge of the Chittaranjan Locomotive 


bbpartmbntai; 
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Works wKo is assisted by a Chief Meohaai** 
cal Engineers a .Deputy General Manager 
aiKl finir .other officer^^ of the Junior 
AclHi,imstrativ0 rank .including' a Finan- 
cial Adviser and , Chief Accounts Offio.er 
and a ' irnmber of senior scale and junior 
scale officers. 

Fumiims and Powers of .General Manager:. 
,. .The General Manager is the adminis- 
trative ’ head and exercises. ' over-all 
supervisory control over all departments 
and .coordinates their working. The Bail- 
, way Board has delegated wide powers 
to the General Manager in matters relating 
to establishment, works etc. He has 
the full power to sanction expenditure 
and delegate his powers to authorities 
subordinate to them subject to the obser- 
vance of certain rules and the canons of 
financial propriety and also subject to 
the provisions of the existing codes, 
rales and regulations. The work is dis- 
tributed functionally to different depart- 
ments viz., the Mechanical Engineering 
Department, the Finance and Accounts 
Department, the Stores Department, the 
Medical Department, and the Personnel 
Department. 

The previous sanction of the Bailway 
Board is necessary in the following cases; 

(1) creation and abolition of per- 
manent Gazetted post and alteration 
of the scale of pay of a service or of a post; 

(2) creation of a non-Gazetted post 
on a rate of pay in excess of Es. SOO per 
mensem except in the case of employees 
entitled to old scales of pay when the 
limit will be Bs. 600/- per mensem; 

(3) %vrite-off of amounts due to the 
Bailway otherwise than when they are 
irrecoverable in excess of Bs. 10,000 in 
each case ; 

(The General Manager, has the power 
to write off losses of cash up to Bs. 50,000 
each but all cases involving loss of more 
than Es. 2000 each should be reported 
to the Bailwaj^ Board through an annual 
Statement, However, every important 
ease should be brought to the notice of 
the Baiiway Board as soon as possible 
after its discovery and when the loss 


involved does not exceed Bs.' 2000/-. 
the case need not be brought to. the ■ 
notice of the Board unless it. presents 
unusual features or reveals serious defects 

in procedure). 

(4) Expenditure on rolling stock or 
surveys not provided . in the sanctioned 
Budget for the year or carried fonvard 
from the ' sanctioned budget of any 

previous year; 

(5) expendittxre on other works not 
provided in the sanctioned Budget for 
the' year or carried forward from the 
sanctioned budget of any previous year ■ 
except on: 

{a) works costing not more than 
Bs. I lakh each provided that 
the total lump sum provided in 
budget for such works is not 
exceeded; and 

(b) works costing above Bs. 1 lakh 
but not more than Bs. 3 lakhs 
each provided that the total 
commitment as well as the pro- 
vision made in the budget for 
works costing over Bs. 1 lakh 
each are not exceeded. 

(6) expenditure on buildings not essen- 
tial to Baiiway working such as existing 
Bailway School, Institute Hospital and 
Dispensaries etc. which is in excess of 
the amount provided in the sanctioned 
budget for each financial year; 

(7) sale of any item of the authorised 
rolling stock or any other railway asset 
costing over Bs. 1 lakh; 

(8) write-off of losses of cash, stores, 
tools and plant: — 

(a) exceeding Bs. 25,000 in value 
when a railway employee is in 
any way responsible for the loss; 

(h) exceeding Bs. 60,000 in value 
when a railway employee is not 
in any way responsible for the 
loss. 

Finamial Control : 

A separate Financial Adviser and Chief 
Accounts Officer in Junior Administra- 
tive rank is posted at the Chittaranjan 
Boeomotive Works and the Integral 
Coach Factory. The Organisation of the 
Accounts Department is under the control 
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of tlio Fmaacial Commissioner of Eailways*’ 
The Department is' responsible for ' the 
intemal cheek of transactions .affecting the 
receipt and expenditure of the Railway, 
helping' th.e ' administration and executive 
officers of the Railway mth' advice when- 
ever . required,, or found necessary in all 
matters involving Railway finance; see- 
ing that there are no financial irregulari- 
ties ill the transactio,iis of the Railway and 
maintaining the accounts in accordance 
with the prescribed rules. The financial 
Commissioner is full member of the 
Railw^ay Board and is ex-officio Secretary 
to Government in the Ministry of Railways. 
No expenditure can be sanctioned without 
his eoncuiTence. He has direct access 
to the Minister for Finance or any financial 
issue on w’hich he differs wnth the views 


of the Minister of Raiiivays. The Finan- 
cial Commissioner is assisted by one 
Additional Member, one Director (ex- 
penditure), four joint Directors incharge 
of Expenditure, Establishment, Accounts, 



Planning and Procurement and three 
Deputy Directors besides, a number 
of staff at loirer levels. 

The Financial Adviser and Chief 
Accounts Officer who is one of the 
principal officers functions in a dual 
capacity. He has two separate organisa- 
tions under him. One is to help him 
in his function of financial scrutiny of 
all proposals for staff expenditure and 
to give him financial advice and the other 
one for the internal check on receipts 
and disbursements in pre-audit and the 
compilation of accounts. The Financial 
Adviser also acts as an Adviser to the 
General Manager on financial matters. 
In regard to technical accounting matters 
he cannot be over-ruled without reference 
to higher authorities. As regards finan- 
cial advice which involves scrutiny of 
the financial implications of all proposals 
involving expenditure and or receipts, 
before the same is incurred or commit- 
ments entered into, financial concurrence 
is required to be accorded by F.A. & 
C.A.O. Sanctions to proposals are accorded 
by the General Manager or the Principal 
officer concerned within the powers 
delegated to them with the concurrence 
of the Finance Branch controlled by 
F.A- & Though technically, the 


financial powers have, been delegated to 
the General Manager, . they ,are,' ,by 
Convention, at present exercised' with 
■the concurrence of the Financial Adviser.. 
The F. A. & G.A.O., like other Heads 
of Departments is administratively subordi- 
nate to the Geiierai M.anager , who writes 
confidential Reports on Ms woxk as 
Administrative officer under his control. 
He' is not independently : reported on, 
professionally by any, higher authority. 
The reports record'ed by the General 
Manager or the Chief Administrative 
officer are submitted to the^ financial 
Commissioner and other Members of the 
Railw'ay Board for information. 

Parliamentary Control 

The Control of Parliament over Rail- 
w^'ay finance and policy is exercised as 
follows: 

1. Interpellations and Resolutions 
and discussion wffien the Budget 
is presented and the Railway 
Demands are voted upon; 

2. Through the Committee on Govern- 
ment Assurances, Promises, under- 
takings etc. given by Ministers 
on the floor of the House 
of Parliament; 

3. Through Public Accounts Com- 
mittee; 

4. Through Estimates Committee; 

5. Through Committee on Subordi- 
nate l4egislation ; and 

6. Through Members of Parliament 
serving on National Rail-way 
Users Consultative Council 

(b) Integral Coach Factory, Ferambur 

In order to meet the increasing require- 
ments of broad gauge Coaching stock 
on Indian Railways without resorting 
to imports the Government of India 
decided in 1948 that a separate Railway 
Coach Building Works should be esta- 
blished for the manufacture of the most 
modern type of integral design Coaches. 
The Government entered into a tech- 
liical aid agreement with the Swiss Car 
and Elevator Manufacturing Corpora- 
tion Limited, of Switzerland in 1949. The 
construction of the factory W'-as taken 
in hand in 1962 at Perambur and the 
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first assembled Coach was turned out 
111 October^^ 1955. . 

A production target of 350 unfurnished 
broad gauge Coaches has been 'set up 
for this factory. The sanctioned estimated 
expenditure amounts to Rs.' 7.35 erores. 
The factory is. the 'largest of its kind in 
Asia and one of the largest in the Work!.' 
,TIie first 200 Coaches would be generally 
' assembled . from imported 'components 
but the indigenous element will increase 
gradually and it is expected to produce 
, completely indigenous Coaches at the 
rate of 350 per year fx'om i960 onwards. 
Organisational Set Up , 

The Chief Administrative Officer of 
the factory who is of the same rank as 
the General Manager of Chittaranjan 
Locomotive Works is in over-all charge 
of the factory. He is assisted by two 
Deputy Chief Mechanical Engineers^ a 
Deputy Controller of Stores, a Deputy 
Financial Adviser and Chief Accounts 
Officer of the Junior Administrative Service 
and various other officials in charge of 
Administration, Civil Engineering, Elec- 
trical and Railway Protection force. 

Functions and powers of the Chief Ad- 
ministrative Officer are the same as that 
of the General Manager of Chittaranjan 
Locomotive Works. He is also responsi- 
ble to the Railway Board. He exorcises 
all supervisory control on all depart- 
ments and coordinates their working and 
is responsible for efficient management. 

11. THE MINISTRY OF DEFENCE 
ORDHAACE FACTORIES 
Introduction ' ' , , 

The Ordnance factories were originally 


established in India ' as subsidiaries to 
the Royal Ordance factories in.. .United 
Kingdom which, supplied them, 'with most 
of the essential ingredients of production. 
However, during the last World War,, 
.the scope of the factories was. consid.er-' 
ably increased. Since the Independence 
the policy of the 'Government lias been 
to achieve, self-sufficiency .in respect of 
production of essential defence stores. 
The' Defence Ministry proposes to spend, 
about Rs. 40 erores on new projects of 
as wll replacement-cum-modernisa- 
tion of Plant and Machinery in Ordnance 
Factories during the period of the Second 
Five-Year Plan. It is astimated that the 
annual production of the Ordnance factories 
meets 40 to 50% of the requirements 
of Army and 20% to 30% of the Navy 
and Air Force respectively. The Civfi 
production has also been undertaken 
which includes items such as Small 
Arms, Ammunition, Chemicals, optical 
and scientific stores, small tools. Machine 
Tools, Metals, forgings, castings, Mis- 
cellaneous Engineering Stores, Wood 
Works etc. The value of these items 
amounted to Rs. 445-93 lakhs in 1955-56. 
During last year it is estimated that the 
out-put of non-defence and Civil trade 
work would be of the same order. 

There are at present 20 Ordnance and 
clothing factories in India of which 
the Ordnance factoiy, Wadaia has been 
placed on ‘care and maintenance basis’ 
from early 1956 due to considerable 

reduction in the services requirements 
of jerricans which this factoiy was pro- 
ducing.* 


*lhe following are the various Ordnance Factories set up under the control 
of the Ministry of Defence. 


1. Metal and Steel factory 

2. Rifle factory 

3. Gun & Shell factory 

4. High Explosives factory 

5. Gun Carriage factory 

6. Ammunition Factory 

7. Cordite factory 

8. Ordnance factory 

9. Clothing factory 

10. Ordnaca factory 

11. Ordnance factory 

32. Small Arms factory 


Ishapora West Bengal 

Ishapore West Bengal 

Cossipore West Bengal 

Kirkee Bombay 

Jubbulpure Madhya Pradesh 

Kirkee Bombay 

Aruvankadu Madras 

Khamaria Madhya Pradesh 

Shahajahanpur U. P. 

Katni Madhya Pradesh 

Kanpur U. P. 

Kanpur U. P. 


180 


StATB ENTERPRISES IN INDIA 


13. 

■ Ordnance factory 

Ambemath 

Bombay 

14, 

Ordnance factory 

Muradnagar 

U. P. 

15. 

Harness and saddlery factory 

Kanpur 

.U. 'P.'' ' 

16. 

Ordnance factory 

Dehradiin ■ 

U. P. , 

17. 

Ordnance factoiy 

Bhusaval 

Madhya Pradesh 

18. 

Machine tool Proto-type factory 

Ambemath 

Bombay 

19. 

Ordnance Parachute factory 

Kanpur 

U. P. " 

20. 

Ordnance factory 

Wadala 




ORGANISATIOMAXi SET UP 


Defence Production Board 


The Ministry of Defence has set up 
a Defence Production Board in Septem- 
ber, 1955 with the main object of co- 
ordinating research, development and 
design activities of the three Services 
(Army, Navy & Air Poree) with produc- 
tion in the Ordnance factories and secur- 
ing effective liaison ivith the Civil In- 
dustry for meeting defence requirements. 
The Board is authorised to deal with 
all policy and important matters relating 
to production in the Ordnance factories. 
The Board consists of the following 
members: — 


1. Minister for Defence — Chairman. 


2. Defence Secretary — Vice^^Chairman. 

3. Controller General of Defence 
Production 


4. Master General of Ordnance 


5. Air-OiBeer in-Cliarge, Tech. & 
Equipment Services Air Head- 
quarters. 

6. Chief of Material, Naval Head- 
quarters. 

7. A senior representative of the 
Ministry of Einance (Defence) 

8. Director General, Ordnance fac- 

tories. 


9. Scientific Adviser to the Minister 
for Defence. 


10. A Deputy to Scientific Adviser. 

11. A Deputy to the Controller Gene- 
ral — Secretary of the Board, 

The Board met four times during 
1956-57 and took important decisions 
to overcome bottlenecks in production 
in Ordnance factories by streamlining 
the procedures for placing of indents 
on the Director General of Ordnance 
factories^ and for the procurement 


and .supply of materials required by 
the .Ordnance factories.. 'The 'decisions 
of the Board included expansion of the 
existing Ordnance factories a.nd setting 
up of neW' Units. 

As a result .of the experience. . gained 
with the working of this Board over a 
period of one year, the Board and its 
associated Committees have been recently 
reorganised in order to secure greater 
clarity of functions and responsibilities 
of the different Committees. The three 
reconstituted Committees of the Produc- 
tion Board with the broad outline of 
their functions are as follows: — 


(a) Defence Production Advisory Com- 
mittee. This Committee is to secure 
effective liaison with the Civil Industry 
for meeting defence requirements and 
to suggest vws and means for the utiliza- 
tion of idle capacity in the Ordnance 
factories. The Minister for Defence is 
the Chairman of this Advisory Committee. 
Besides the members of the Defence 
Production Board, the Committee con- 
sists of one representative each from the 
Mnistry of Railways, Labour, Commerce 
aud Industry and Works, Housing and 
Supply. It also includes private 
industrialists as may be invited from 
time to time. 

(5) Defence Production and Supply 
Ck>mmiitee: — This Committee has been 
set up mth the objects of exploring the 
possibilities of establishing indigenous 
production of stores at present imported 
from abroad and to make recommendations 
on problems regarding stocking of raw 
materials, allocation of priorities in the 
production of stores, mobilisation plans 
for Defence Production and the removal 
of bottlenecks in production. 

Composition of the Committee: 

1. Controller General of Defence 
Production ~ Chairman, 
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2* .Sfilentifio AdTistr to thi Mlnifilry 
. of Defence^ 

. 3. Master Oeneral of Ordaanoe* 

4, Chief of Material^ Navy. 

5. Air Officer-in-eliarges Technical 
& Equipment 'Sei^ces Air Head- 
quarters. 

. ' 6. , Additional Einaneial Adviser 

7. Dkector General of Ordnance 
factories. 

8. Director General of Supplies and 
Disposals. 

9. Chief ' Industrial Adviser, Minis- 
try of Commerce Sc Industry . 

10. Director of Co-ordination. 

1 1 . Director of Prod action — Secretary, 

{c) Defence Research and Development 
Committee: The Committee has been set 
up to examine the progress of research 
and development projects, to co-ordinate 
research programmes of the Services with 
the national programmes and to allocate 
priorities to projects. 

Controller Genera! of Defence Production 

The Chief executive of the Defence 
Production Board and the administrative 
head of the organisation is the Controller 
General of Defence Production. He is of 
the status of a Joint Secretary to the 
Government of India to bo in ofEciai 
heirarchy next to the Defence Produc- 
tion Board. His over-all responsibility 
is to coordinate research development 
and design activities of the three Services 
with the production in Ordnance factories 
and to secure effective liaison with Civil 
Industry for meeting Defence requirements. 
He is an important member and the exe- 
cutive authority of the Defence Produc- 
tion Board and its three committees. The 
Headquarters Organisation of the Con- 
troller General of Defence Production 
started functioning from March, 1956. 

Director-General of Ordnance Factories 

The Ordnance and clothing factories 
are administered and controlled by the 


Direelor Oeneml of Ordmnoe factoriet 
whose headtiiiaiUera office' is 'located at 
Calcutta. Ha isTesponsIble to 'tha Minis- 
try of Defence through the ' Controller 
General of Dafeneo Procluetion for the 
management and operation , of' the fac- 
tories. He controls a very big' organisa- 
tion consisting of about 67,000 men, the 
annual out-turn " of which ' amount to 
Es. 15 crores approximately. He is assist- 
ed by two Deputy Directors General. One 
of them is responsible for production 
matters and the other is incharge of 
administration of ffictories. The nine Asstt. 
Directors-Genera! who are in charge of 
different branches of production deal with 
all matters of policy, difficulties and prob- 
lems of production of important stores, 
civil trade work, planning for emergency, 
development of new aid important stores, 
general production control, etc. 

Functions and Powers of Director General 

The orders for service stores together 
with the design particulars are placed 
by the Services on the D.G.O.F. who allo- 
cates the work to difforant factories 
depending on the nature of the job and 
also issues instructions to factories con- 
cerned regarding provision of components 
and materials required in manufacturing. 
The coordination of the production acti- 
vities of all factories including those 
producing similar stores is done in the 
D.G.O.E’s office by a production group 
which is responsible for planning. It 
is also responsible for watching the timely 
execution of orders placed on Ordnance 
factories. 

Most of the powers which have been 
vested in the Director General in regard 
to matters of recruitment, purchase of 
stores, plant and machinery etc. are exer- 
cisable only subject to the conourrenc© of 
the Deputy Financial Adviser (factories). 
The Director General of Ordnance factories 
can, at his discretion, fill up vacancies 
of apprentices to a m i.xnnum of 20% 
in a year. He is also authorised to sanc- 
tion the creation of temporary posts 
(except Gazetted Posts) up to a period 
of 2 years. He is empowered to recruit 
all staff pertaining to non-Gazetted and 


STATE ENTERPRISES fN INDIA 


132 

iioii*»iiidiistrial .(other than class IV) cate- 
gories. The local purchase powers of 
the Director-General in respect of stores, 
plant and machinery entitles him to spend 
up to Rs. 10,000 only for items which 
have been previously coneurred in by 
the Deputy financial Advires (factories). 

Statistical Quality Control Unit 

A Statistical Quality Control Unit 
was formed under the Director-General 
of Ordnance factories in full Comple- 
ment from January, 1956, The Unit has 
carried out a number of investigations 
into production problems and arising 
out of these, it was possible to effect 
improvements in some of the production 
processes which have proved beneficial 
both from the point of view of the tech- 
nique of production as well as from the 
point of view of the cost of manufacture. 
The Unit also conducted two training 
courses last year in order to create quality 
consciousness amongst the factory per- 
sonnel and to teach some basic ideas of 
statistical quality control for effecting 
improvements in their production processes. 

Organisation of an Ordnance Factory 

Each Ordnance factory is under the 
charge of a Superintendent. In case of a 
small factory the Works Manager is 
in charge of it. The Saperintendent is 
empowered to make provision by local 
purchase of items costing not more than 
Es. 10,000 per item based on known 
requirements for three months at a time. 
In order to avoid delays in procurement 
of nationals, the Superintendent of factory 
is authorised to place indents directly on 
the Director General, Supplies and Dis- 
posals for items costing upto Rs. 1 lakh 
per item vdth a copy to Director-General 
of Ordnance factories. The Superintendent 
is also empowered to arrange disposal 
of surplus stores valued at not more 
than Rs. 5000/- in respect of the category 
and waste products and scrap irrespective 
of the value. The demand for plant and 
machinery, new as well as on replace- 
ment account, is initiated by the Superin- 
tendent of the the factory concerned which 


haS' to, be scrutinised by the ,D.G.Q.P. 
FINANCIAL CONTROL 

Deputy Financial Adviser (Factories) 

The Deputy Knancial Adviser .(facto- 
ries) has the financial control over the 
activities, of the Ordnance, factories. He , 
represents the Financial .Adviser (Defence) 
and is posted at the Headquarters 
of the Director General of Ordnance 
factories. He renders advice on financial 
matters to the D.G.O.F. and to Ministry 
of Defence and also scrutinises proposals 
put forward by them. Ail the proposals 
for expenditure by the D.G.O.F. have 
to be first concurred by the Deputy 
Financial Adviser. He watches the 
progress of expenditure against Budget 
Grants and allotment and examines im- 
portant irregularities. On all important 
matters of policy, the Deputy Financial 
Ad viser consults the Additional Financial 
Adviser. 

Controller of Defence Accounts (Factories) 

He is responsible to the Ministry of 
Finance (Defence) through the Controller- 
General of Defence Accounts and the 
Financial Adviser (Defence) for all 
accounting matters etc. pertaining to 
Orduance factories. His office is attached 
to the office of the D.G.O.F. at Calcutta*. 
He has a branch officer attached to each 
factory to tender financial advice to the 
Superintendent. The Branch Officer main- 
tains shore accounts, wage records and 
prepares wage rolls for labour. He is also 
responsible for audit of local purchase, 
maintenance of cost and production card s 
and internal audit. 

Annual Accx>uiits 

The Annual Accounts of the Ordnance 
factories which contain details of their 
production accounts, statements of assets 
and liabilities, capital accounts, stores 
account etc. are marked 'confidential’ 
and are not published in the Commercial 
Appendix to the Appropriation Accounts 
of the Defence Services. 


* He is responsible for the compilation and audit of the store and production accounts 
of the Factories. 




APPENDIX I 


Summary of Recommendations of the 
Estimates Committee : Companies 


linih; Report : 

' General 

I. " (f) A Taview should be made forth- 

•mth. of the genera! organisa- 
, tional set-up of the various 
public Corporations and Undeir- 
takings; 

{it) There should be a cadre of 
capable men dravm from busi- 
ness, commerce. Industry and 
trade who have given good 
account of themselves in the 
various spheres of activities and 
State Undertakings must be 
entrusted to them to be run 
. on efficient business principles 
and practices. This should he 
in the nature of in All India 
Service and desig la ed as ‘ Tndian 
Commercial and .’ndustrial Ser- 
vices’^ as envisaged in the state- 
ment regarding the Industrial 
Policy of the Government of 
India which was laid on the 
Table of the House on the 
6th April, 1948; 

(Hi) The present practice of appoint^ 
ing Officers from services either 
on the Board of Directors or 
as Managing Dii*ectors should 
be done away with and in any 
case the Secretary or the Joint 
Secretary of Ministries who are 
concerned with advising the 
Minister or the Government on 
matters of policy and otherwise 
to keep effective control on the 
various activities of the Minis- 
try should not be associated 
with the day-to-day execution 
of their policies either in con- 
nection with State Undertakings 
or otherwise; 

(tv) The State Undertaking should 
be considered as a separate 
entity from the administrative 
Departments concerned and 
should be given full measure of 


■ autonomy within the framework ; 
■ of the Statute and a ''■ careful 
watch, should be' kept to, see that, 
the UndertaMiig is fulfiJling its 
role efficiently and properly ■ as 
. is' assigned to it; 

(v) It should also be ' considered 
whether a Board on the ' lines 
of the Railway Board may not 
be constituted for each Industry 
with men of experience in that 
business; 

2. It would be in line with the spirit 
of the Constitution and sound financial 
propriety if Commercial Auditors are 
appointed by the Comptroller and Auditor- 
General to audit State Undertakings and 
the Audit Report is submitted by them 
to the C. Sc A. G. who shall cause the 
Audit Report to bo laid before the Parlia- 
ment along ^vith the Balance Sheet and 
Profit and Loss Accounts of the Under- 
taking. 

3. The Committee draw attention 
of the Government to the 'views of the 
Comptroller and Auditor-General which 
were incorporated in the Third Report 
of the Public Accounts Committee and 
suggest that early steps should be taken 
to lay down a clear j)rocedure in regai'd 
to the canalising of moneys through 
the Consolidated P u ucl . 

4. It should be the duty of the 
Comptroller and Auditor-General to see 
that every Public Undertaking maintains 
accounts in the prescribed mamier * and 
he should draw pointed attention to any 
defects in procedure and also make a 
report on the appraisal of the work done 
by the Undertaking on the basis of the 
conclusion drawn from the Accounts 
and Audit Report. 

5. Such reports of the Comptroller 
and Auditor-General should be presented 
to the Parliament and the Government 
promptly so that the progress of the Under- 
takings is taken stock of in proper time 
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and .. appropriate ■ action taken to set 
right, any defects whatever they may 
be. ■ He sliouidj among other things^ suggest 
the dli’ections in which improvement 
is neee,ssary or desirable in' order that 
maximuBi- benefit accrues from the opera- 
tion, of tliO' Undertaking.. 

6. Ko business Undertaking will be' 
a success unless staff higlily specialised 
in Cost and Works Accountancy are 
posted from the very start. 

7. Government should take early 
steps to set up an Institute of Cost 
and Works Accounts and to train sufficient 
number of men in this line with the modern 
and up-to-date methods suited to the 
various types of Undertakings. 

Thirteen til Report: Sindri ' Fertilisers, 

' : Hindustan Cables, Hindustan Housing 

Factory and Nahan Foundry 

1 . Now that a large number of State- 
owned ffictories have gone into produc- 
tion and that theii* products including 
their by-products are available for dis- 
tribution and sale, it should be examined 
as to how far the requirements of Govern- 
ment departments and State-owned con- 
cerns should be met directly by the pro- 
ducts of these State-owned factories and 
how far special preference should be given 
to the Government Departments in such 
a distribution of the products. 

2. The D.G.S. & D. or the Central 
Purchasing Organisation which may* 
replace the present set-up, should keep 
themselves completely informed of the 
requirements of Government agencies 
and the extent to which they are avail- 
able from State industries and effect 
a proper co-ordination between supply 
and demands. 

'3. The Committee appreciates that, 
unless strict business principles are 
adhered to in all arrangements of supply 
between State Undertakings and Govern- 
ment Departments and Agencies, delays 
may occur in finalising the provisional 
orders of Goi'ernment Departments. The 
Committee therefore, recommend that 
oven in the contemplated re-organisation 
of the distribution arrangements, strict 
bustnoRS principles, such as prompt 
payments by easli, provisional order.s 


■ to be followed quickly by confiiined orders, 
first come first served, etc. should con- 
tinue to be adhered to. 

4. The Committee recommend that 
proper cost accounting should be done 
and the actual cost of production of each 
of the by-products should be worked out. 

5. The technical staff for the Urea 
and double salt plans should be sent 
to Italy sufficiently early so that they 
may study every aspect of work right 
from the actual fabrication of the plant 
to its assembly, erection and working. 
If this is done then it would perhaps be 
easier for them to handle a break-down, 
being familiar with every part of the 
Plant, as well as all the aspects of its 
working. In the event of further expan- 
sion on similar lines such training would 
stand in good stead. Technical know- 
how it is lacking in this country and 
Government should seriously consider 
how best to build it up, even if it means 
some additional expenditure. 

6. The present position of supply 
of spare parts is not satisfactory. In 
order to avoid any breakcloTO of produc- 
tion for want of spar© parts the follow- 
ing suggestions are made: 

(i) The Company should explore 
all avenues for getting the spare 
parts produced in India itself. 
Constant endeavour must be 
made in this direction either 
through direct contracts with 
the Commercial Organisations or 
through advertisements. 

{ii) A larger stock of spare parts 
should be built up. 

{iit) It may bo examined •whether it 
would be possible to enter into 
agreements with supj)lier of origi- 
nal machinery for the supply 
of spare parts. 

{vi) The capacities of the various 
major engineering works should 
be known to the Company so 
that in case of any emergency 
a part maiv be got manufactured 
or repaired without delaj^, 

(v) The Company should find out the 
otlun* Go\'orunttmt organisation>s 
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wHch use similar equipment using 
similar spare parts so .that, iti 
, an emergency a spare , part may 
bo taken on loan till those on 
order from abroad arrive, 

. The factory should itself . under- 
take as far as possible the manu- 
facture of spar© parts which are 
not available elsewhere or eon- 
iiot be got manufactured else- 
where more cheapty, 

7. Proper storage facilities for the 
stores should be provided. 

8. The terms of agreement between 
the D.V.C. and the Siiidri Fertilisers 
Ltd. ill regard to supply of power 
by the latter from its Power House 
to the former requires to be reviewed. 

9. The Indian Council of Agiicuitural 
Research is the proper agency to publicise 
the uses of fertilizers and to cany the 
information to the cultivators in the 
field. The Committee recommend that 
the publication of the “Sindri News” 
should be stopped and the question of 
retrenching the publicity department 
should be examined. A few persons may 
be retained for conducting visitors to 
the Works and for showing them round. 

10. The Ministry of Defence should 
take a decision on the question of the 
disposal of the Methanol plant early. 

IL The responsibility for storage of 
fertilizers on a regional basis should be 
undertaken by the State Governments. 
The Committees were informed that even 
if the State Governments merely utilised 
their existing storage facilities fully it^ 
would go a great way in solving the 
px'oblem. 

12. Sufficient buffer stocks should 
be maintained at different points in the 
States so that the cultivator may be 
guaranteed his supplies of fertilisers 
whenever he requires them. 

13. As far as possible^ disti’ibution 
ill rural areas should be don© through 
the paiichayatSj the Co-operative Societes, 
the Community, Projects and the National 
Extension Service Schemes and other 
development agencies. The whole sys- 
tem of distribution should be carefully 


examined and adjusted in such a way 
that the farmer can obtain whatever 
quantity of fertilisers he requires with 
the least amount of difficulty. 

14. Proper care should be taken- to 
render correct advice to the cultivators, 
in this regard. Proper research asto the 
suitability of the various fertilisers to 
the various soils and to the proper 
methods of their use should be conducted 
and wide publicity should be given to 
these matters throught the I.O,A.R. 
Research should be undertaken not only 
with regard to the use of the chemical 
fertilisers but also on the use of organic 
and country-made manure. 

15. In appointing the Members of the 
Board of Directors Government should 
see that the agricultural interests who 
are ultimately the consumers of the 
product of factory are given due represen- 
tation and that at least one member of 
the Board of Directors is chosen from 
such interests. 

1.6. The Adihasis form a large part 
of the local population in the factory 
area and they should, therefore, along 
with others be given full opportunities 
for training and service in the factory. 
The educational institutes attached to 
the factory should also as far as possible 
be open to the children of the people in 
the neighbourhood including the A dihasis 
who may not be employees of the factory, 
as a measure of 'welfare and the improve- 
ment of the community. 

17. In plannmg the expansion of the 
BOndustan Cables Ltd., the need for 
establishing a foreign market for those 
goods, specially in the countries in 
South and South-East Asia should be 
borne in mind. Government may examine 
whether the factory can in future under- 
take three shifts to meet all the require- 
ments. 

18. Government should examine as 
to how far it would be possible for the 
Hindustan Cable Ltd., to do away with 
the establishment of a workshop of its 
o'wn and meet their requirements from 
the Chittaranjan Locomotive Workshop, 
which is nearby, and has considerable 
capacity. 
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19. TIlo Committee understand that 
valuable copper ores are available in 
abundance in Rajasthan. Urgent action 
should be taken by the Government for 
the development of the copper ores with 
a view to extracting copper of the required 
degree of purity as a part of the industrial 
development plan in the Second Five- 
■Year - Plan. , 

20. A number of raw materials are 
required during various stages of manu- 
facture of cables and the lack of any one 
of these will create a break in the chain 
thus upsetting production totally. As 
some of these raw materials are imported 
from abroad, increased efforts should be 
made by Government to see that all 
the raw materials required by the factory 
are produced in the country, and that 
the factory is not dependent on imports 
for its requirements. 

21. As far as possible purchases should 
be made through the Central Purchasing 
Agency of the Government of India. In 
order to overcome the difficulty of delays 
on the part of the D.6.S. & D. indenting 
for stores should be done sufficiently 
well in advance. 

22. Consumption of stores should be 
carefully checked and wastages discourag- 
ed. Control should also be exercised over 
stage-wastages. Checks must be exer- 
cised not only by the Heads of the various 
departments but by the Managing Director 
himself. Regular charts may be main- 
tained so that wmtages at any stage 
may be noticed easily and remedial 
action taken. 

23. Strict business principles of sale 
and purchase should be observed between 
a Government Department and a State 
Undertaking, and no indenting should 
be made for materials unless it is pro- 
posed to remove them as quickly as 
possible, wdien they are ready for supply. 
All payments should be made promptly 
and in cash. 

24. Construction of buildings, includ- 
ing residential accommodation for the 
staff, should be undertaken by the Com- 
pany itself directly instead of tlirough 
the O.P.W.D. so that effective super- 
vision is exercised thereon and the work 
is done quickly. 


24. The personnel for the . future 
requirements of the factory should be 
recruited early ' and trained thoroughly 
so that no difficulty is experienced when 
the expansion actually takes place. 

25. There is a vital need for a good 
costing organisa>tion. Proper cost ac-* 
counts should be maintained. 

26. Standards of output should be 
laid down for the skilled labour and the 
technical personnel and a constant effi- 
ciency drive carried on to see that these 
standards are bettered, A reward or 
prize for better output may also act as 
an impetus for increased efficiency. Statis- 
tics may be obtained from the S. T. C’s. 
factory in England for the sake of 
comparison and improvement. 

27. Action should be taken to ex- 
pedite disposal of surplus stores of the 
Government Housing factory to close 
down the establishment at present main- 
tamed for their custody, disposal, etc. 

28. A Chartered Accountant may be 
appointed to examine and report on the 
Financial affairs of the Company. 

29. The Nahan Foundry is a concern 
of local importance and should more 
appropriately be owned by the State 
Government. As such the possibility of 
transferring the ownership of the Fo undry 
to the Himachal Pradesh Government 
on such terms as might be mutually 
agreed to between the two Governments 
should be examined. 

if for any reason, howwer, the Hima- 
chal Pradesh Government are not pre- 
pared to take over the Foundry, the 
Central Government should continue to 
run the Foundry till such time as alterna- 
tive occupation is found for those 
inhabitants of Nahan who are dependent 
on this Foundry for their living. 

30. There rate of commission paid 
to commission agents should be brought 
down to a more reasonable level. 

31. In view of the general financial 
position of the Foundry no largo capital 
investment should be made so long as 
the new items of manufacture are in the 
experimental stage. 

32. The present location of the JSfahan 
Foundry offers scope for employment 
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to the local ■ people, and it would result 
in their being deprived of those facilities 
if the factory is shifted to, Ambala. The 
'Foundry may^ for the' time .beingj be allow- 
ed to continue to function at BTahan. 

33. Expansion scheme undertaken by 
the Nahan Foundry should be so arranged 
that self-contained units of development 
are set up in Ambala. 

34. Gratuity rules and labour welfare 
measures as applicable to other factories 
should also be made applicable to this 
Foundry, 

Fourteenth Report: 

Hindustan Machine Tools and 
Hindustan Steel ' 

1. With 'a view to place the future of 
the Machine Tools Industry both in the 
public and private sector on a firm basis. 
Government should immediately examine 
(i) the question of comparative efficiency 
and price of the lathes produced by 
H.M.T.F. with those of the private 
sector, (ii) the demand for lathes in the 
country and the planning of production 
of the H.M.T.F., and {Hi) clear up doubts 
and uncertainties that at present prevail 
by a clear statement of policy and pro- 
gramme. 

2. The post of Secretary to the Board 
of Directors of H.M.T.F. should be re- 
trenched and the important part of his 
duties assigned to the Chief of Finance 
and Administration, the minor ones 
being entrusted to the Managing Direc- 
tor’s Private Secretary. 

3 . The Hindustan Machine Tools 
Factory should work as a complementary 
unit to the existing factories, and a 
coordinated programme for the pro- 
duction of the various types of machine 
tools which are either manufactured 
by the existing units or are capable of 
being manufactured by the existing units 
with some assistance should be drawn 
up in consultation with the indigenous 
industry. 

Sixteenth Report : 

General 

1. At least 25% of the share-capital 
of Joint Stock Companies working State 


undertakings .should' be available; for 
subscription by the public. 

Government should also, while ' inviting 
private capital fix a ceiling for individual 
holding of shares, as also on any dividends 
that might be declared by such under- 
takings, so that individual or group 
monopolies and other abuses of the kind 
may be avoided. 

2. The system of appointing Boards 
of Directors for State undertakings should 
be dona away with. Instead, the manage- 
ment of the undertaking should be en- 
trusted to a Managing Director or a 
Board of 3 or 4 experienced Managing 
Directors, depending upon the size and 
importance of the undertaking. Members 
should be chosen for their experience 
in financial matters and in the technical 
side of the undertaking. The Chairman 
and members of such Board should work 
collectively and on a functional basis. 
The Chairman should have, in excep- 
tional circumstances, and where condi- 
tions demand, sufficient power to exer- 
cise his discretion, so that there is no 
delay or waste of expenditure. 

In whatever matters the Board may 
be responsible to the Minister, there 
should be a direct relationship between 
the two, and the procedure, as it is 
sometimes noticed, of treating a Joint 
Stock Company as a department, sub- 
Joct to the control of the Minister, 
should not be encouraged. 

An Advisory Body should be consti- 
tuted for the purpose of advising the 
Managing Dmector on various matters 
from time to time. 

The Advisory Body will not have 
powers to decide matters of policy or 
to give orders to execute any of their 
directions. The Advisory Body will in- 
variably send a copy of their report 
to the Minister concerned for information. 
The Advisory Body will have the right 
of asking or calling for information on 
all matters excepting those which have 
been specified by the Minister as being 
of a secret nature. The Advisory Body 
wiU have also the right of unlimited 
criticism. The Advisory Body will be 
kept informed by the Managing Director, 
or Directors through the Progress Reports, 
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Balance Sheets, development plans and 
any other scliemas, which' the manage- 
ment : may .'have in view. 

The' Advisory Body will consist, of 
representatives from, hasiness, labour or^ 
workers, consumers arid the Parliament 
or Local Legislatures. The .appointments 
will be made by nomination by Govern- 
ments or by election, wherever there are 
recognised unions or associations of labour 
or consumers or other interested groups. 
Members of Parliament or Local Legisla- 
tures will be appointed to such bodies 
by election by the Houses concerned. 
Action may be taken to make the neces- 
sary, statutory provisions required 
thereof. 

3. A Commercial Undertaldng should 
be given a free hand within the frame- 
work of policy to produce up to the 
optimum size at economic cost. 

4. The Board of Managing Directors, 
suggested elsewhere, should be, through 
its Chairman, directly responsible, to 
the Minister in the matter of broad ques- 
tions of policy which are within the sphere 
of responsibility of the Government. 

5. As the field of State activities 
expand, and a large number of national 
undertakings come into beieg it would 
be necessary to appoint more than one 
Minister to be in charge of the national 
undertakings which shall have to be 
grouped in due course according to 
broad classification of the commodities 
and products and other relevant consi- 
derations. 

6. A decision should be taken early 
on the question of recruiting men experien- 
ced in business, commerce, industry and 
trade, for management of State Under- 
takings, and on the question of setting 
up of ' 'The Indian Commercial and In- 
dustrial Service.’’ 

7. Young Officers recruited through 
Special Eecruitment Boards, should be 
given full training both in the country 
aaid overseas. Government should also 
consider the possibility of recruiting 
people already trained or under such 
training abroad and, wheiever necessary, 
see that their training is adapted to 
this purpose. 


8. Urgent action is necessary for 
increasing the capacity ' for the manu- 
facture of machines and spare parts, 
in the country. There is need for the 
setting up of a Committee to survey the 
capacity of the country in this regard. 
The private sector should also be given 
encouragement for this purpose by the 
organisation of exhibitions of the machi- 
nery required, etc. Government should 
appoint a Committee, similar to the* Rail- 
way Equipment Enquiiy Committee, 
for this purpose. 

0. Cost accounting should be intro- 
duced as a matter of course in these 
nationalised undertakings from the outset. 

10. National undertakings should work 
on strict commercial principles, even in 
their transaction with Government Depart- 
ments. There should be no delay in the 
despatch of material from the factories,, 
or in the receipt of payment therefor, 
which should be strictly in cash. 

11. A Section should be set up pi^e- 
ferably in the Cabinet Secretariat which 
should scrutinise the Agreements with 
Foreign Firms and maintain up-to-date 
detailed information and comparative 
data on their working. Information 
should be pooled, indexed and carefully 
studied in all its aspects by the Section, 
which should be able to give expert advice 
to Ministries when called upon to do so, 
and all future agreements may be vetted 
by this Section. The principals which 
should govern such agi^eements should 
also be evolved in this Section. 

1^. Postings of Officers in the adminis- 
trative and managerial side of the Under- 
takings should be done on a tenure basis 
for a period of four or five years, so that 
officers do not, by continuous stay in any 
one particular Undertaking become 
inefficient and lose initiative. Transfers 
should be made from one factory to 
another, so that the experience gained 
by Officers is available to other Indus- 
trial Undertakings. This policy should not 
normally affect the technical staff, in- 
cluding those employed on specialised 
work, who have been trained for a parti- 
cular industry only. 

Suitable training establishments should 
be set up iii tlie various undertcikirigs 
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for the training of new recruits. Training 
facilities should properly be advertised 
all over the eountr}’’ so', that students 
from all parts of the country may avail 
themselves of it. Officers appointed to the 
higher grades should before appointment^ 
be given a thorough training, if necessary, 
by sending them abroad so that when 
they are appointed, they are fully familiar 
with the various tasks they have to 
perform. Efforts should also be made 
to provide training facilities such as 
‘Learn As You Work’ schemes to those 
who are already in employment in the 
factory. 

1,3. As far as possible, amenities of the 
staff of the various State undertakings 
should be standardised. It should also 
be seen that certain minimum standards 
are observed in the provision of these 
amenities. Standards of residential ac- 
commodation, iDcreational, educational 
and medical facilities, should be 
laid down, and there should be a unifor- 
mity of policy in the lay-out of the towns 
and in their administration and in the 
matter of supply of water and electricity. 

14. When two or more undertakings 
are adjacent to each other, the amenities 
provided to the staff of those undertakings 
should be common. . 

15. Each State undertaking should 
publish a detailed Annual Report giving 
a record of its activity during the past 
year, the progress made during the year 
under review, comparative statistics of 
previous years relating to expenditure, 
production etc., a balance sheet and profit 
and loss accounts, administrative changes 
and matters relating to the staff and their 
amenities, outstanding events and any 
other matters of importance that happened 
during the year and, finally, an indica- 
tion of the work during the following 
year. The Report should also furnish 
such information as is usually provided 
in the form and contents of balance 
sheets and profit and loss accounts of 
Joint Stock Companies including a report 
on the State of affairs of the business etc. 
These reports should be presented to the 
Parliament every year, before the budget 
of the Ministry concerned is taken up 
for consideration. 

16. Proper publicity is not being given 
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at present to the activities of national 
undertakings. Attractive coloured pictures 
postcards and small folders depicting 
the ' activities of these undertakings 
should be printed and made available 
to the public. This be done in con- 
sultation with the Publication Division 
of the Ministry of Information and Broad- 
casting. Stalls showing the products of 
the- industries in the public sector and 
depicting their contribution to the eco- 
nomy of the country in general, should 
be opened in all the major exhibitions 
in the country. 

Twenty-Second Report: 

National Instruments Factory 

1. The committee observe no reason 
why commercial accounts should not be 
maintained in the factory at least pro- 
forma, besides the accounts on cash 
basis as in the case of many other trading 
or manufacturing organisations within 
the steps should be immediately taken 
to draw up commercial accounts for 
the factory. 

2. A satisfactory and modern pro- 
cedure of standard costing etc. should 
be introduced and strict cost control 
and effective review should be undertaken 
in future. Govt, should not be satisfied 
%vith merely laying down a procedure for 
satisfactory Cost Accounting but should 
undertake an examination to see how 
far the actual manufacturing processes 
in the factory are conducive to efficient 
working and how far slack working due 
to inefficient procedure could be avoided. 
An examination on the lines of time and 
Motion study should be undertaken ivith 
the help of experts in the field, if neces- 
sary. 

3. Government should consider the 
advisability of introducing a system of 
pajunent of wages according to out-turn 
in all manufacturing institutions of this 
kind. Such a system would act as an 
incentive to the workers to increase their 
out-put. 

4. The Committee observes that the 
sale price of certain instruments manu- 
factured in the factory are lower than their 
cost price. The Committee recommend 
that all such oases may ha investigated 
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and steps taken .to corelato the selling 
price to the cost price. 

. 5. In regard to cases where frequent 
references have to be made to higher 
authorities even in small matters the 
Oommittee observe that in a manufactur- 
ing organisation it is always necessary 
that the authorities in local charge should 
have sufficient powers to carry on the 
day to day work so that production may 
not be hampered for want of sufficient 
authority. The Committee consider that 
there should be no further delay in re- 
moving the defect in the present procedure 
and would, therefore, recommend that the 
question of delegation of powers to Local 
Authorities should be examined in detail 
at a very early date. A reduction in the 
strength of the clerical staff should be 
possible after the powers of the local 
authorities are enhanced. 

6. Non-officials of standing, such 
as Members of the Legislature and Parlia- 
ment should be associated in the work 
of recruitment of staff which is at present 
made by a departmental selection Board 
consisting of officials. This would give 
a wider publicity to the selection and so 
bring in candidates from a wider field. 

7. The following measures are essefi^ 
iial in regard, to the Reseafck ctnd Develop-- 
ment Department of the Faotory:-^ 

[i) The Research Department should 
function not as a Service Depart- 
ment of the factory but as a 
separate unit. 

[ii) The Department should undertake 
investigations not concerned merely 
with the production difficulties 
in the factory but also technical 
problems of fundamental nature. 
Besides this, investigations for 
the manufacture of new items 
in the country, for evaluating 
the cost of manufacture etc. 
should also be undertaken. The 
possibilities of utilisation of raw 
materials from indigenous sources 
in the manufacture of such instru- 
ments should also constitute one 
of the items of research. 

[Hi) For this purpose the factory 
should be provided with sufficient 


funds and all accommodation 
and equipment necessary there- 
for should be made available. 

[iv] Where research is undertaken 
in this department, in regpd to 
manufacturing problems of the 
factory, suitable charges there- 
fore should be levied as a part 
of the cost of production , of the 
factory. 

iy) The Department should also 
serve the need of the private 
sectors, charging the cost of 
such work to the persons served. 

8. Detailed proposals for organising 
production on a cottage and small scale 
units form of organisation, should be 
worked out and early steps taken to 
implement the same in various parts 
of the country. The Committee also 
desire that in drawing up schemes for 
deputing our staff for trainiiag in foreign 
countries in the problems of instruments 
manufactures, attention should also be 
paid to the organisation of cottage indus- 
tries in foreign countries such as Japan, 
where such organisations exist. 

9. The work of the various Govern- 
ment factories of this kind should be 
brought out in separate reports at the 
end of the year and full publicity given 
thereto. Steps should also be taken to 
bring the activities of such institutions 
to the notice of the public through articles 
written in Journals and periodicals. 

In this connection the Committee 
would recommend the opening of a show- 
room in one or two important cities to 
display the articles manufactured in the 
factojy. The show-room may also be 
utilised to show the sceintific instruments 
that are at present being imported. 

10. The Committee would suggest 
that the question of organisation of the 
factory be reviewed and the form of 
organisation brought into line with the 
accepted pattern for State undertakings 
namely, the Company form. 

11. The Committee desire that action 
should be taken to finalise the work 
regarding drawing up standards of speci- 
fications, quality etc. of scientific instru- 
ments for use in the country. 
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Twenty- Se¥eiitli Report : 

Hindustan Aircrafts and 
Hindustan Insecticides . . 

1 . The Oommittee do not see the 
need for an official between the Managing' 
Director and the Heads of the • various 
Departments and Sections. They consider 
that it should be possible for the Managing 
Director to take up almost all the 
duties of the general supervision from 
the General Superintendent by delegation 
of additional powers if necessary, to the 
Heads of the Departments or the Sections 
and Branches. 

2. It should be possible for the Pur- 
chase Officer to take over charge of the 
Stores Section also, thus dispensing with 
the post of the Stores Officer. The major 
items of purchase should ordinarily be 
based on bulk contracts which would 
come up for renewal only at long intervals, 

3. The Committee desire that the 
whole question including the number of 
technical staff in the various branches 
required for the working of the factory 
during the course of and after expansion 
of production capacity, should be care- 
fully examined without delay by a Tech- 
nical Committee consisting of Chemical 
Engineers, Cost Accountants and trained 
Administrators, who should examine also 
the staff requirements of other Chemical 
Industries under the Ministry of Produc- 
tion such as the D.D.T. Factory. 

4. The Committee desire that every 
effort should be made to maintain a 
higher standard of research and to see 
that the results of the research are also 
of sufficient use to the factory in parti- 
cular and to the manufacture and use 
of antibiotic in the country in general. 

Apart from sampling and testing 
research of a development^ nature should 
also be undertaken. 

5. The Committee recommend that 
on expiry of the present contract with 
the selling agents on the 31st March, 
1956, opportunity should be given to 
other firms to compete for selling the 
Company’s products so that the best 
terms may be available to the Government 
and country-wide sales could be effected. 


The Committee desire, that appoint- 
ment of Selling Agents should be made 
by caUing for open tenders. ■ While selec- 
ting the Sales Agents, it should be ensured 
that every State is covered and so far 
as possible agencies are given only to 
those firms which, have' extensive sales 
organisations within the State. 

Production of the factory is distri- 
buted through selling agents but whose 
retail selling prices are not subject to 
any agreement. In order to avoid any 
undue profit being made by the selling 
agents the Committee suggest that the 
terms of agreement with the agents 
should provide that no such cases of 
profiteering in the retail sales arise. This 
point may be borne in mind when 
inviting tenders for appointment of 
agents %yhen the present contract 
expires every next year. 

6. The constitution of a Committee 
consisting of non-officials to supervise 
the scheme of free distribution may be 
advisable. 

7. In order to avoid incurring any 
loss, care should be taken to see that the 
selling price is as far as possible not below 
the cost of production and that at any 
rate it includes a certain amount of 
return on capital etc. 

8. For increasing the out-turn both 
of the factory and the Bottling Plant, 
the Committee would recommend that 
a system of payment of wages to staff 
based on out-turn should be examined 
and introduced. 

9. Non-Officials should also be asso- 
ciated in the Selection Committees for 
appointment of officials in the factory. 

to. A representative of the State 
Government should also be associated 
with the Board of Directors, as this would 
enable close toudi being maintained with 
the State Governments. The Committee 
also suggest that Members of the State 
Legislature and of Parliament may be 
associated with the Board of Directors 
so as to represent the non-official view- 
point. 

1] , They would suggest therefore that 
the Technical Committee which they have 
suggested in the case of the Hindustan 
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Afttibiotics LtfJ. ' consisting of Chemical 
Engineers;, cost Accountants and trained 
Administrators should be asked to examine 
the number of ' staff , in the various 
categories in this factory and also to see 
that the , number of supervisory and 
clerical posts is not excessive. ' 

12. As at present constituted^ the 
Board of Directors of the D.D.T. Factory 
includes a member who is at the same 
time Director of the Managing Agents of 
B.G.M. Chemical Works Ltd., which 
supplies raw materials to the D.D.T. 
Factory, consumes the waste products 
and is an interested party in the matter 
of the dispute about the proprietorship 
of the land on which the D.D.T. Factory 
is situated. The Committee would observe 
that while they entirely agree with the 
need for appointment Directors with 
business experience etc.j in this parti- 
cular case^ however, from a perusal of the 
minutes of the Board of Directors they 
are not satisfied with the arrangements, 
as very important matters connected 
with the suppply of raw materials of the 
factory and the disposal of the water 
produots have come up frequently and 
have formed subjects of difference of 
opinion between the non-official Directors 
and the other Directors. The Committee 
would suggest that this matter should 
be reconsidered by the Ministry. 

Thirty-Ninth Report: 

Bharat Electronics 

1 . The Committee hope that the forma- 
tion of a limited company to execute the 
project would give considerable scope for 
decentralisation of authority and for 
adoption of business-like methods with 
a view to expeditious conduct of work 
and production and that it would not 
merely become an adjunct or a subordinate 
organisation of the Ministry of Defence. 

2. The Committee realise that nego- 
tiations with a foreign firm for the esta- 
blishment of an industry of which neither 
the Government nor the country had 
any previous experience, would involve 
protracted discussions in the matter of 
settlement of production programme, 
terms for assistance and collaboration, 
etc. However, they consider that the 4| 


year period which elapsed after the ini- 
tiation of action for the establishment of 
the industry until the final signing of , 
the Agreement and' during which imports 
of electronics equipment continued to 
be made at the rate of Rs. 2 croras a year, 
was more than . strictly justified. 
The Committee are of the opinion that 
in such matters more business-like methods 
should be adopted and no efforts should 
be spared to expedite the progress of the 
negotiations and discussions with the 
firm whose collaboration and assistance 
is to be obtained. 

3. The Committee agree that there 
were special reasons on account of which 
the assistance of the French concern had 
to be obtained even in the preparations 
of plans and design of factory but they 
would recommend that, in future, in 
similar cases, Indians might be associated 
even from the start in the designing, etc., 
of the factory buildings so as to enable 
them to get the n ecessary experience which 
would undoubtedly prove valuable. 

4. The Committee suggest that in 
future, officers of the C. S. F. visiting 
the B.E.L. to supervise the progress of 
the project may be invited to submit 
reports on the progress of the work for 
the information of the Government of 
India as also of the Board of Directors 
of the B.E.L. 

5. They would, however, like to 
invite the attention of the Go^'ernment 
to the recommendation contained in 
para 17 of the Estimates Committee’s 
sixteenth report about the Organisation 
and Administration of Nationalised under- 
takings that Government undertakings 
should be dispersed throughout the country 
and that they should not be concentrated 
in any particular area or areas, parti- 
cularly as there are a few at Bangalore 
four major industries of the Government 
of India, viz, the Hindustan Aircraft 
Ltd.jthe Hindustan Industries and the 
B. E. L. besides those of the State Gover- 
ment. 

6. The Committee would emphasize 
the necessity of brmging out the annual 
accounts more expeditiously and suggest 
that for this purpose the I.S.D. London 
be approach^ to ensure expeditious 
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rendemg of bills, etc., ' At the saiae time 
they suggest that the feasibility of clos- 
ing the anniial accounts without awaiting 
outstanding bills beyond a certain date^ 
by showing them suitably in the Balance 
Sheet as is done in most commercial 
concerns should be , examined. 

7. The Committee consider it neces- 
sary that the B.E.L. along with similar 
other State Undertakings should imple- 
ment the recommendations made in 
paragraph 3 of Estimates Committee's 
Sixteenth Report tod publish an Anneal 
Report shomng al] its activities, along- 
with the annual accounts and Balance 
Sheet, for the information of the Parlia- 
ment as well as of the general public 
and that a beginning in this respect 
should be made in 1957. 

The Committee are of the view that 
Secretariat functions of laying dovm poli- 
cies and the executive functions of imple- 
menting them should be clearly demarcated 
and that as far as possible Secretariat 
officials should not be associated with the 
actual execution of policies laid down 
by them so as to enable them to retain 
an objective outlook. They do not, there- 
fore, consider the arrangement under 
which the Secretary to the Government 
of India is the Chairman of the Board 
of Directors of a company set up by the 
Government to carry out a project on 
business principles, to be very satisfactory. 

8. The Committee would suggest 
that the composition of the Board of 
Directors should be rationalised and made 
broad-based at an early date. 

9. The Committee suggest that a 
representative of the Radio Manufacturers 
in India may also be associated with 
the Board of Directors, if possible in 
view of the fact that the question of coun- 
try’s becoming self-sufficient in ail respects 
in the equipment to be manufactured 
by the B.E.L, is interlinked with the 
growth and development of the radio 
industry in the country, particularly in 
the matter of manufacture of components. 

10; The Committee would suggest 
the gradual replacement to the extent 
possible, of officials on the Board of 
Directors by non-officials such as indus- 
trialists, scientists, a Chartered Accountant, 


the Director of the Indian; Institute' of 
Science and/or of the PUaDi Institute 
etc. so as to enable a fresh, business-like 
and scientific outlook to be ' brought 
to bear on the affairs of the B.E.L. 

11. The Committee feel that even 
if the production in the B.E.L, were to 
be conJtoed to the requirements of Govern- 
ment Departments only, the Board of- 
Directors should not have an overwhelm- 
ing majority of officials as the presence 
of a large number of officials invariably 
tends to bring to the organisation and 
its functioning, an official approach of a 
a type which is generally found in most 
Government Departments and to that 
extent defeats the very object of setting 
up a private limited company to work 
on business principals. They consider 
that even in the matter of safeguarding 
the special interests of the User Depart- 
ments while formulating the production 
programme and of facilitating coordina- 
tion between them and the B.E.L. in 
matters of common interest, the purpose 

. now intended to be served by having their 
representatives on the Board of Directors 
can be achieved by laying specific duties 
and responsibilities on the Radio and 
Cable Board — body composed of rep- 
resentatives of the various User Depart- 
ments. 

12. The Committee would like to 
reiterate the recommendation made by 
the Estimates Committee in paragraph 
six of their Sixteenth Report that at least 
25% of the share capital of such State 
Undertakings should be available for 
subscription by the public as it would 
secure public interest and co-operation 
in the management of such concerns. 
They feel that this step would also inci- 
dentally help in finding suitable non** 
officials for the Board of Directors . 

1 3. The Committee observe a tendency 
on the part of Government to select a 
few non-officials to function on the Boards 
of Directors of several nationalised and 
other industries in the public sector with 
the result that very often the non- officials 
concerned do not find sufficient time to 
attend to the affairs of all the concerns. 
The Committee do not consider this either 
fair to tlie non-officials concerned or 



144 


STATE ENTEHPRISES IN INDIA 


conducive to efficiency and would suggest recommend that the monetary limit for 
that the appointment of the same non- incurring capital expenditure ' without 
officials on- the Boards of Directors of reference to the Government of India 


a number of such concerns be avoided 
as far as possible. 

, 14.. The'' Committee feel that in the 
absence of a senior technical adviser 
on the spot to assist the Managing Direc- 
tor, the objectives aimed at are not likely 
to be achieved expeditiously, at the 
earliest opportunity a senior technical 
adviser should be appointed and also 
given a place on the Board of Directors. 

15. Should this be the ease, the 
Committee would recommend the for- 
mation of an Advisory Board consist- 
ing of technical experts, who might visit 
the B.E.L. once in six months or even 
a year and assess the working of and the 
progress made by the B.E.L. towards 
the achievement of the programme of 
production laid dovm and the ultimate 
goal of self-sufficiency. An Advisory 
Board of this type when appointed may 
be required to submit reports direct to 
the Government of India on the assess- 
ment made by them so as to enable the 
Government of India to obtain indepen- 
dent advice on the working of the B.E.L. 
from a body different from the Board 
of Directors. 

16. The Committee observe that 
different limits in regard to the pay 
have been fixed by Government in the 
matter of obtaining the prior approval 
of the President w^hile making appoint- 
ments to certain posts in the various 
nationalised undertakings in the public 
sector. For instance, they find that in 
the Hindustan Aircraft Ltd., no such 
limit has been fixed, that in the I.A.C. 
and A. 1.1. Corporation, a minimum salary 
limit of Rs. 1000/- has been fixed while 
in the B. E. L., the criterion is that Rs. 
2000/- should be the maximum pay of 
the post. The Committee recommended 
that certain uniformity in this matter 
should be observed by the Government. 

17. The Committee observe that at 
present different limits have been fixed 
in the various nationalised undertakings 
in the matter of obtaining prior approval 
of the Central Government for incurring 
capital expenditure. The Committee 


should ,be fixed in all such public under- 
takings on some uniform principle or 
principles. 

18. The Committee ' commend the 
principle of having a Board of Manage- 
ment, which, if worked in proper spirit, 
facilitates the discussion among the chief 
executive and his senior heads of depart- 
ments, of problems administrative and 
technical, facing the management and 
also ensures collective responsibility. 
The Committee, however, find that in 
specific powers delegated to the Managing 
Director are to be exercised by him in 
consultation mth the Board of Manage- 
ment. They do not consider this to be 
very satisfactory and recommend that 
the Board of Management should have 
intermediate powers between the Managing 
Director and the Board of Directors. 
The Committee would recommend the 
enlargement of the Board of Manage- 
ment of the B.E.L. by the addition of 
the Technical Director when appointed 
and until then by one or two of the senior 
foreign personnels working with the B.E.L. 
on the model of the composition of the 
Board of Management of the H.A.L. 

19. The Committee suggest that 
foreign technicals may be brought keeping 
in view the long term plan and for prede- 
termined periods to the minimum extent 
necessary so as to avoid, as far as possible, 
the grant of piece-meal extensions and 
also to facilitate their coming on more 
favourable terms to the country in view” 
of the assurance of a longer stay with 
the B.E.L. 

20. The Committee suggest that the 
necessity of posting a non-technicai Army 
officer on London to maintain liaison 
with the D.GJ.S.D. in London and with 
the C.S.E. in the purchase of machinery 
abroad may be re-examined in the light 
of the future purchase programme and 
the feasibility of merging his functions 
with the I.S.D. London or the Military 
Adviser to the High Commissioner in 
U.K. also considered. The Committee 
deplore the necessity of having to post 
a Haison officer in New Delhi to chase 
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references made to the Ministries and 
User Departments and regard it as a sad 
reflection on the state of affairs in Govern- 
ment- Departments. ' The Committee 
would, however, '■ like to ' saggest that 
in case , appointments' of liaison officers 
in this manner by various nationalised 
undertakings are inevitable in the present 
circumstances, the feasibility ' of, two or ' 
three or more nationalised undertakings, 
having joint liaison officers, not merely 
in New Delhi but in other places also, 
may be examined by them. 

21. The Committee suggest that re- 
cruitment in the case of Class III posts 
may be made on a regional basis rather 
than on a local basis as at present and 
that for this purpose advertisements 
may be made in the entire Southern 
region, i.e. Andhra, Bombay and Kerala 
besides Madras and Mysore. 

22. The Committee are glad to note 
that an independent Technical Officer 
is being associated in Selection Committees 
for recruitment of personnel. They 
consider, however, that besides an inde- 
pendent Technical Officer, the Selection 
Committees should also consist of a 
member of the U.P.S.O. or at least of 
the local State Public Service Commission, 
especially at the interview stage, so as 
to minimise to some extent the effect 
of the exclusion of posts in nationalised 
and other undertakings in the public 
sector from the purview of the U.P.S.C. 

23. The Committee realise that it 
would not be desirable to over-burden 
the U.P.S.C. with the task of recruit- 
ment to posts in the undertakings in 
the public sector also and, therefore, 
recommend that a separate Public Service 
Commission should be set up for this 
purpose as early as possible. They further 
suggest that, if necessary, this Public 
Service Commission might have slightly 
different and more flexible rules and pro- 
cedures to suit the peculiar circumstances 
and requhements of industrial under- 
takings in the public sector. 

24. The Committee suggest that the 
question of the pay scales in the E.E.L. ^ 
B-ay be examined demvo by the Board 
of Directors of the B.E.L. as well as by 


the Defence Ministry ■ in consultation 
with those concerned with the manage- 
ment of H.A.L., I.T.I. and H.M.T. and 
also, if necessary with the Mysore Govern- 

ment. 

25. The Committee are surprised to 
learn that work-load and norms of work 
had not been prescribed for the various 
t 3 ;q)es of work both industrial and non- 
industrial. The Committee consider that 
it is important to fix, without any delay, 
the work-loads and norms of work in 
the B.E.Ii. on the basis of those fixed 
by the O.S.E. for their own labour and 
to spare no effort to improve the efficiency 
of labour, with reference to the norms 
so fixed. 

26. The Committee consider that when 
new industries are being established, a 
start should be made with the modern 
practice of piece work and bonus system 
rather than carry on with an old fashioned 
system. They hope, therefore, that this 
system will be introduced at an early 
date. 

27. The Committee regret to observe 
that the B.E.L. have not so far set up 
any Works Committees. They, therefore, 
recommend that such Committees should 
be set up immediately, 

28. The Committee recommend the 
setting up of Joint Production Committees 
of management and workers for the purpose 
of facilitating discussions and consulta- 
tions on all production matters between 
the two. They also recommend that 
the system of inviting suggestions freely 
from workers should be introduced and 
that deserving suggestions should be 
suitably rewarded. 

29. To facilitate close co-ordination 
in research of this type, the B.E.L. should 
take concrete steps to encourage the 
conduct of research in various Insti- 
tutes and Laboratories particularly in 
the matter of developing indigenous 
sources of raw materials required in the 
electronics industry, including those re- 
quired in valves manufacture, while it 
could itself concentrate on the industrial 
aspect of research. The Committee suggest 
that for the purpose of facilitating research 
on selected lines, pilot plants be got 
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opened in tiie Electronics Institutes and 
Laboratories eitlier directly by tbe B.EX.- 
or preferably tbrongb the agency of 
the Council of Scientific and Industrial 
Research. 

30. They^ therefore, suggest the 
appointment of a Committee of Experts 
to assess the demand of the country 
now and in the immediate future in 
respect of various types of electronic 
equipment so as to enable the B.E.L. 
to keep these items and targets of pro- 
duction in view in framing its plans for 
future expansion and at the same time 
to plan for the entire production during 
the currency of the agreement with the 
C.S.F. so as to ensure its maximum ex- 
ploitation. 

31. The Committee would suggest 
that, in addition to the existing audit 
arrangements, it would be desirable to 
have another centralised authority charged 
with the responsibility of laying down 
the system of costing for each industrial 
unit and of ensuring by periodical ins- 
pections that the system is being faith- 
fully followed by each Unit and also that 
action is being taken to control costs 
etc, on the basis of the data brought 
out. 

The Committee would also suggest 
that the Cost Accounts Branch of the 
Ministry of Finance be entrusted with 
the specific duties of laying down the 
system of costing to be followed in each 
undertaking in the public sector, of 
conducting systematic concurrent or perio- 
dic reviews in regard to the adequacy 
or otherwise of the cost accounts system 
and of submitting reports thereon, direct 
to the Finance Ministry as well as the 
administrative Ministry concerned of 
Government of India. 

32. The Committee regret to observe 
that the prices charged by the B.E.L. 
should be so exhorbitant as compared 
to the prices of similar imported equip- 
ment in spite of the fact that the customs 
duty for wireless apparatus, components, 
etc, imported by the B.E.L, for the purpose 
of production is charged at a conces- 
sional rat© of 2f% ai valorem on a 
certificate issued by the Ministry of 


Communications -whereas ■ the normal 
duty for these items is about '3 1| per cent. 

The Committee recommend that a 
careful scrutiny into the reasons for 
the disparity between the prices of 
equipment manufactured by the B.E.L. 
and that imported should be made by 
the administration, with the help, wher- 
ever necessary, of an experienced Oliarter- 
ed or Cost Accountant and a representa- 
tive of the Comptroller & Auditor- Creneral, 
with reference' to each one of the contri- 
butory causes mentioned and that steps 
be initiated without any further delay 
to bring the costs down to a reasonable 
level. 

33. The Committee feel that all these 
could be accomplished only by the appoint- 
ment of a Committee of Experts of the 
B.E.L. and the representatives of the 
Development Wing of the Ministry of 
Heavy Industries who should undertake 
an immediate survey of the indigenous 
capacity for the manufacture of com- 
ponents, etc. and for drawing up a long- 
term plan allocating amongst various 
producers the responsibility for manu- 
facturing specified items. 

Sixty-Seveath Report : 

Hindustan Aircraft 

L While the Committee agree that 
the I.A.F. as the principal user depart- 
ment should be represented on the Board 
of Directors, they do not consider it 
desirable that the Board should in- 
clude many officers of the Secretariat. 

2. The Committee feel that it would 
also be advisable to appoint persons 
with wide experience in aviation and/or 
steel, and/or aluminium industry to 
the Board of Directors. The present 
Board of Directors of the H.A.L. has 
only one such person as member. The 
Committee consider that the Board may 
be broad-based by the inclusion of more 
such persons. They feel that it should 
then also be possible to appoint one of 
them as Chairman of the Board. 

The Committee welcome the large 
delegation of powers to the Board of 
Directors. They, however, feel that 
besides giving largo powers to the Board, 
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it IS also Edcessary to se© that the climate 
for the ful exercise of sxicli powers' is 
provided. The Committee also feel that 
while necessary safeguards might be 
provided by requiringj in matters which 
might concern approval of the 

Board of Directors of which the Chief of 
Air Staff is also a member^ procedures 
which would lead to delays and remote- 
ness of controls should be avoided. 

3. Besides the functional heads, 
there are four posts of Deputy General 
Managers. As the functional heads are 
expected to advise the General Manager 
on all important questions, technical or 
otherwise, the Committee feel that the 
necessity of placing additional func- 
tionaries in the form of the Deputy 
General Managers require to be examined. 

4. The Committee feel that it is a 
healthy feature to associate State Govern- 
ments in Central enterprises specially 
in those constituted under the Com- 
panies Act, Such association would enable 
the State Government concerned to take 
a greater interest in the enterprises located 
within its territory. 

5. The Committee consider that it 
is very necessary that the H.A.L. should 
obtain prompt pa 3 rments from its custo- 
mers. They, therefore, recommend that 
the H.A.L. in consultation -with the 
I.A.F. and the Indian Airlines Corporation 
should draw up a procedure for obtaining 
quick payments for the work done. 

6. The Committee observe that in 
addition to statutory audit by the com- 
pany auditors and the Comptroller and 
Auditor-General any claims preferred 
by the H.A.L. against Defence Services 
and the Railways are also scrutinised 
by their respective Accounts Depart- 
ments. The H.A.L. may, therefore be 
said to have four different audits, or 
checks of accounts imposed on them, 
two statutory and two non-statutory. 

7. The H.A.L. being partically a 
monopolistic concern especially in the 
aircraft division, advantages of compari- 
son of costs with other concerns are 
not available. The Committee, therefore, 
consider it all the more necessary that 
the costs should be carefully analysed 


and kept under check so that maximtmi 
eiBciency could be attained. 

8. The Committee suggest that active 
steps should be taken to induce th© 
Civil Aviation authorities as well as the 
flying clubs to go in for II.T.2 trainers, 
designed and made entirely in India. 

9. The Committee suggest that there 
should be full coordination between 
the H.A.L. and the I.A.F. in deciding the 
future policies of training in fl 3 dng. 

10. The Committee recommend that 
an early decision should be reached about 
the manufacture of a medium-sized 
transport aircraft which would be useful 
for both Civil Aviation and the Air Force. 
They feel that in such a matter it might 
be preferable to start manufacture under 
licence. 

3 1 . It should he the aim of the H.A.L. 
to ensure that every part, instrument and 
accessary required in its manufacturing 
programme is manufactured in this 
country. The Committee, therefore, 
recommend that capacity should be 
expeditiously developed for the indigenous 
manufacture of such items by having 
a number of sub-contractors or 
sub-manufacturers aiding the H.A.L. 
For this purpose, they suggest that the 
H. A. L. should keep in touch with the 
Development Wing of the Ministry of 
Heavy Industries and should also be 
assisted by a Committee consisting of 
representatives of industries and pro- 
duction units, both in the public and 
private sectors, wliich are likely to assist 
in this matter. The Committee farther 
recommend that the question of stock- 
piling should also be examined expeditious- 
ly with particular reference to the 
recommendation made by the Rolls 
Royce engineers. 

12. They would, however, suggest 
that the H.A.L. should give an indication 
of their requirements of aerooautical 
engineers over a period of say five years, 
to the Ministry of Education so that 
the latter may see at th© time of screening 
applications from intending candidates 
for study overseas that an appropriate 
number took up the subjects of aeronau- 
tical engineering in important institutioixs 
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■SO as to provide a source from where 
H.A.L. can recruit their future aeronautical 
engineers. 

.13. The Committee find that over 
70% of the total employees are governed 
by a daily-rated pay system. Wliilo 
the Committee do not desire to make any 
comment on this system beyond what 
they have already recommended in para 
84 of their Thirty-ninth Report, they 
feel that a rationalisation of the pay 
structure, so as to remove all anomalies 
is necessary. 

The Committee are glad to learn that 
the introduction of the attendance bonus 
scheme has resulted in improvement 
in attendance and reduction in absenteeism 
They recommend that the feasibility 
of the introduction of similar schemes 
may be examined by other State indus- 
trial undertakings also. 

15. The Committee consider this very 
unfortunate, especially in the context 
of modem ideas of labour participation 
in management. They suggest that in 
spite of the initial failures, concerted 
action is necessary on the part of labour, 
mth thecooperation of the management 
to make such schemes an unqualified 
success. 

CORPORATIONS 
Eighth Report : 

D. V. C. 

1, The Corporation should be asked 
to plan their requrements of stores and 
supplies in advance to determine which 
of them should be purchased through the 
Birector-General, Supplies and Disposals. 

The Committee reaffirm their earlier 
decision made in para. 59 of the Fifth 
Report that the agency of the B.G., 
S. 8i D., should be used for making all 
purchases, except in the case of proved 
urgency and normal delegation of powers 
in this respect. 

2. The Committee feel that there 
should be no departure from the whole- 
some practice suggested by them in para. 
61 of their Fifth Report that Consultants 
should not be appointed as Contractors, 
or as Inspectors of stores. If any decision 
contrary to the recommendation has been 


taken by Government, that should be 
revised. 

3. A competent under-study., to a 
foreign expert should always be appointed. 

4. Key appointments to ■ specified 
posts /should be made' after the approval 
of the Central Government, 

5. Complete information in regard 
to the working of the D.Y.O. should be 
given to Parliament and its Committees. 

Forty-First Report : • 

Air Corporations. ' General and AJ.I. 

1. The authorities in charge of the 
Air Corporations should, at their level, 
proceed entirely on business and commer- 
cial principles, while the authority of 
the Government should . prevail only 
where overriding considerations of national 
policy over commercial principles arise. 
Within those limits, the Corporation 
should not only retain its autonomy 
technically but should also be so consti- 
tuted as to possess the business. 

The Committee feel that the presence 
of the Secretary, Communications Minis- 
try on the Boards of I. A .0. and the 
A.I.I. could only tend to a blurring of 
Ms responsibilities, which should be 
avoided, the presence of the Secretary 
to Government on the Board of a Cor- 
poration or a public utility undertaking, 
particularly one which runs at a loss, 
would result in Ms becoming a party to 
its state of affairs and management and 
consequently he will find it difficult to 
retain an objective outlook on major 
issues, such as the regulation and manage- 
ment of economic policies which a Secre- 
tary to the Government should possess. 

3. The Committee have noticed an 
increasing tendency on the part of Govern- 
ment to appoint Secretariat officials as 
members of Corporation or of Boards of 
Directors and to expect them to perform 
such functions concurrently with their 
Secretariat duties. In their Sixteenth 
Report, the Committee have referred 
to the very limited usefulness of such 
bodies. They have further emphasised 
in their Report on the B. E. L. the 
necessity of demarcating clearly the 
Secretariat functions of laying down policies 
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and til© ©xecative fniictioiis of impleinen- 
ting 'them and also the necessity to 
avoid associating seeratariat officials with 
til© actual execution of policies laid down 
by them/ so as to enable them to retain 
the ■ necessary objective outlook. They 
reiterate here the recommendations, made 
by them , in , these reports. 

4. There is a tendency on the part of 
the Corporations, especially the I.A.C, 
as at present constituted to rely upon 
the B.G.C.A. to an extent more than 
is necessary. As the guardian of the 
law of the Civil Aviation which he has to 
enforce on the Corporation, the D.G.C.A. 
should not share the responsibility for 
the conduct of affairs of the Corpora- 
tion. Steps should therefore be taken 
to rectify immediately the anomalies and 
inconsistencies which have resulted from 
the concentration of all responsibilities 
in one officer. 

6. The Committee cannot over-em- 
phasize the necessity of close cooperation 
between civil and military aviation whether 
in the matter of training workshop 
facilities or of research. 

6. The Committee recommend that 
civil aviation and Air Corporations should 
be a responsibility of the Transport Minis- 
try as in U.K. and not of Communications 
Ministry and that this change be given 
effect to at an early date. 

7. The Committee consider that non- 
official representation on Air Transport 
Council is inadequate. They recommend 
that as a rule such advisory councils 
should have a substantial non-official 
element in them. 

8. The question of rates for the 
carriage of mails payable to the Corporation 
by the Posts and Telegraphs Department 
may also be referred to the Council even 
at this stage since mails form an impor- 
tant source of revenue to the Corporation. 

9. As the integration of domestic 
services has been completed, it should 
be possible for Government to review the 
question of a common Corporation for 
both the I.A.C. and the A.I.I. 

10. There should be a Council for 
air research to direct research and ensure 


coordination with a view to making 
the most effective use of the available 
technical talent. 

11. Government should make suitable 
regulatio.ns to prohibit persons who have 
retired or have resigned form Govern- 
ment service, especially those' who; are 
in possession of valuable information, 
from accepting service under foreign 
Goveimments or nationalised undertak- 
ings in foreign countries without the 
prior approval of the Government. 

12. A Board of Management consis- 
ting of the Chief Executive and Ms 
principal heads of departments should 
be appointed for the efficient conduct 
of the day to day business of the Corpora- 
tion and suitable internal rules of procedure 
should be framed for the purpose. 

13. There should be continuous review 
of the methods of cost accounting and the 
results. International air transport is a 
highly competitive industry, demanding 
advance planning and detailed check on 
results for successful management. The 
Corporation should, therefore, keep in 
the touch with the system of cost control 
exercised by the modern operators and 
keep its own system sufficiently modern. 

14. The Committee fail to see the 
need for the additional audit of the ac- 
counts b^^ a firm of Chartered Accountants 
which has been voluntarily arranged 
by the Corporation when there is a fiill- 
flegged internal audit department and 
the external audit conducted by the 
Comptroller and Auditor General is much 
wider in its scope than that done by 
commercial auditors. 

15. The policy regarding msuranee 
of properties belonging to State-controlled 
industries/ stated to be under considera- 
tion by the Ministry of Production should 
be made applicable uniformly for all 
State controlled industries under all 
the Ministries of the Government. 

16. In all nationalised undertakings, 
there should be a liberal policy for pro- 
viding opportunities for training to 
certain number of persons even though 
they may not be strictly and directly 
required for the undertaking. 
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17. The ConTmittee recommend that 
the Corporation should consider setting 
up of Works Committee in ,A.IJ. at 
least in the Workshops. 

Forif-Thiri Report: 

Indian Airlines Corporation 

L It would be advantageous if a 
non-official with experience in adminis- 
tration as well as jn the air transport 
business could be made the Chairman 
of the Corporation, as in the Air India 
International Corporation. 

2. It should be the endeavour of the 
Government to find for the Boards of the 
Corporations persons with special 
knowledge of Air Transport Industry 
and with business acumen. 

3. Suitable internal rules of procedure 
should be framed for the purpose of 
having a Board of Management consis- 
ting of the Chief Executive and his Heads 
of Departments to facilitate discussion 
of all important questions concerning 
the Corporation. Minutes should be 
recorded of the meeetings of the Board 
of Management. 

4. The Committee consider that the 
question whether the Headquarters of 
the Indian Airlines Corporation should 
remain at Delhi should be examined afresh 
by the Gvernment and the management 
of Indian Airlines Corporation. 

5. The Committee recommend that 
the speed, initiative and the efficiency 
of administration, at various levels should 
be kept continuously under review. 

6. The Committee would also suggest 
that the power enjoyed by the oifieers 
of the Corporation at various levels 
should be compared with those that were 
enjoyed by the well run private air 
transport companies, immediately before 
nationalisation, 

7. The Committee recommend that 
the Corporation should study the reports 
of various modern airlines and improve 
both the extent of information furnished 
in their reports as also the standards of 
reporting. The Committee feel that 
the attention even to small matters as 
the get-up of the aimual reports will be 
taken to some extent by the general 


public as representing the ' extent ' of 
attention the Corporation devotes to al 
its affairs. They would, therefore, recom- 
mend that sufficient' attention should 
be paid to such matters. 

8. The Committee consider, that 
there is no Justification for delaying any 
further, a critical analysis and assess- 
ment of the existing route pattern of the 
Indian Airlines Corporation with a view 
to its rationalisation. 

9. The Committee understand that 
the Hindustan Aircraft Dtd., has a 
scheme to start a line of production 
of medium-sized aircraft. The Committee 
would therefore, recommend that there 
should be utmost coordination in this 
matter among the Corporation, Indian 
Air Force and the Hindustan Aircraft 
Ltd. 

10. The I.A.C. should follo-w the exam- 
ple of the A.I.I. as far as the standard of 
publicity and propaganda are concerned. 
For this purpose the Corporation would 
do well to utilize the machinery availa- 
ble with the A.I.I. for designing and 
organising publicity. 

11. The Committee would recommend 
the appointment of Regional Councils 
to which representatives of local 
trades and prominent citizens of the 
locality should be appointed. The autho- 
rities should discuss with the Council, 
the ways of increasing the traffic from 
the area. Such Advisory Councils should 
also discuss methods by which the Cor- 
poration’s services could serve the 
regions better. 

12. The Committee suggest that the 
problems of freight ti'affic over areas 
where bottlenecks occur in Railwa}^ Trans- 
port as for instance at transhipment points 
may be studied with a view to find out, 
if certain types of cargo could be con- 
veniently and economically transported 
by air over such areas. For this purpose 
the Chambers of Commerce representing 
the trades affected by the bottlenecks at 
the transhipment points may be con- 
tacted to explore the possiblities of 
introducing freighter services over such 
areas. 



rscommi^b^tiohs of mtmAtm . coMMinm 


m 


' 13. The Coinniittee would suggest 
that the Corporation may, obtain the 
services of an experienced ’'officer of the 
railways to' conduct their traffic' surveys 
until ■ some of their own officers are 
trained to do the W'ork competently. 
The results of such surveys would facili- 
tate a reorganisation of the route pattern. 

14. The Committee consider that 
efforts to improve the standards of courtesy 
and helpfiimess on the part of the staff 
of the Corporation towards their clients, 
the standards of cleanliness and upkeep 
in the aircraft as well as in the station, 
the quality of food served in the planes 
as well as in the canteens should not 
be slackened. 

15. The Committee recommend that 
a comprehensive review of flight timings 
of all the services should be undertaken 
to minimise inconvenience to passengers. 

16. The Corporation may also consider 
the sale of air travel in mileage blocks 
to business organisations. The Corpora- 
tion may also consider the question of 
allowing reasonable discounts on the 
purchase of bulk air travel. At the same 
time precautions should be taken to 
prevent misuse of any such special pri- 
vilege. 

17. The Committee feel that it would 
be advantageous if there was a system 
by which on payment of a certain sum to 
the Corporation the passenger would be 
deemed to be covered by an insurance. 
The Committee recommend that this 
question be considered in consultation 
vdth the Life Insurance Corporation and 
a suitable system evolved in consultation 
with the insureres to provide for a certain 
cover for every passenger. 

18. The Committee would suggest, 
that the Corporation should consider^ the 
question of using, as far as possible, 
the services of the Indian Stores Depart- 
ment in London and Washington for 
purchasing of stores. While articles of 
proprietary nature and critic^ requir^ 
ments could be obtained directly, it 
should be possible for the Corporation 
to obtain its periodical replenishment 
through the Stores Departm^t. 


■ 19. The Committee , would also^ re- 
commend that the question of : intrO"- ; 
ducing piece work system of wages with 
bonus should be considered in order to 
ensure reasonable output and to encourage 
workers who show increased output. 

IRRIGATIOIf PROJECTS 
Fifth Report : 

Damodar Valley Project 

A Committee should be appointed to 
investigate the work done by the Rehabi- 
litation and Development Department 
and whether the work done is commensu- 
rate with the money spent and whether 
this work should more properly be en- 
trusted to the State Governments. The 
findings of the proposed Committee should 
be placed before the Estimates Com- 
mittee. 

The Damodar Valley Corporation 
should be reconstituted on the pattern 
of semi-autonomous bodies recommended 
by the Committee vide Serial No. 36 
under General” so as to include a 
qualified engineer and a financial expert 
besides an administrator for the efficient 
conduct of activities of the Corporation. 

The methods for tapping available 
technical manpower in India should be 
improved and clearly laid down. 

The Corporation should have given 
higher priority to flood control and irri- 
gation instead of the contruction of a 
Thermal station, as the scheme was origi- 
nally conceived as a flood control measure. 
The work of flood control and irriga- 
tion could have been completed at , a 
far less cost than that incurred on the 
thermal station and the results would 
have been more useful for the country’s 
benefit. 

Hirakud Dam Project 

The administrative set-up of this 
project should be remodelled. 

An officer of sufficient seniority and 
with sufficient authority should be 
appointed as Financial Adviser so that 
he may be able to take independent 
decisions on the spot. The position of 
the Financial Adviser should be defined 
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ia the manner recommended by the Com- 
mittee. 

There should be a proper system for the 
preparation and submission to the Con- 
troUing authority of monthly progress 
reports on the projects. The controlling 
authority should ensure that the pro- 
gress shown in these reports is keeping 
in line mth the plans^ the schedule of, 
dates and estimates of costs. 

The revised estimates in respect of the 
project should be prepared in detail 
in the light of the current information 
and the programme of expenditure to be 
incuired each year should be recast so 
that there is even flow of funds and both 
the Central and the Orissa Governments 
are in the know of the current position. 

The Chief Engineer should not give 
all the contracts himself as at present. 
Tlie Superintending Engineer should 
sanction contracts up to Bs. bO^OOO and 
the Chief Engineer between Rs. SO^OOO 
and Rs. 2,00,000. All works costing more 
than Bs. 2 laidis should be given out on 
contract after approval by the Contract 
Board consisting of the Chief Engineer 
of Orissa, Chairman of the Central Water 
and Power Commission, the Chief Engi- 
neer and Financial Adviser of the Hirakud 
Project. 

All posts should be created with the 
approval of an appointment Board consis- 
ting of the Chief Minister of Orissa 
Government, Financial Adviser^ the Chief 
Engineer, Hirakud and the Chairman 
of the Central Water and Power Commis- 
sion. Before sanctioning a post the Board 
should call for complete data and examine 
the volume of work involved therein 
carefully. The reasons for the creation 
of each post should be recorded in writing 
and the financial effects worked out in 
advance. , 

Bhakra-Nangal Project 

Government should seriously consi- 
der the question of having a permanent 
and effective body to coordinate the inte- 
rests of the three participating States 
and the Centre. The appointment of an 
ad hoc Central Board with the Governor 
of Punjab as the Chairman in his per- 


sonal , capacity does not appear, to be 
satisfactory. Government should consider 
the feasibility of having a semi-autono- 
mous Board for such State enterprises, 
with a qualified engineer and a financial 
expert as members. Government should 
consider the above questions and make 
necessary funds available so that the 
non-provision of funds in time may not 
impair the speedy execution of the 
project and render it uneconomic. 

Government should consider in con- 
sultation with the State Governments 
concerned the desirability of exploring 
other sources of income in the form of 
levy of agricultural income tax in order 
to increase the revenues for financing 
the scheme. 

General 

Whenever a scheme is formulated, 
it is essential that the detailed aspects 
pertaining to finance, technical side of 
the scheme, acquisition of land, training 
of manpower, procurement of stores, 
plants and machinery, prospects of 
development of industry, utilisation of 
water and power are properly conceived, 
and dovetailed and provided for proper 
stages and in an integrated manner. 
There should be total planning in advance 
including the question of utilisation of 
benefits accruing from a completed 
scheme, so that everything proceeds on 
a planned and ordered basis and each 
one in the chain knows precisely what 
he has to do and wherein he comes into 
the picture. An integrated schema will 
also enable the top authority to watch 
the progress in ail directions. 

There should be a throe-tier organisa- 
tion for the planning, execution and 
completion of various multi-purpose river 
valley schemes with clearly defined func- 
tions for each. The first tier should consist 
of the Cabinet, which on the advice of 
Ministry of Natural Resources and Scienti- 
fic Research, the Planning Commission 
and the Central Water and Pow^er Com- 
mission will give policy decisions. The 
functions of initiating and making plans 
should vest in the Central Water and 
Power Commission which would act as the 
fact-finding and initiating agency. They 
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would collect data, make plans . and frame 
estimates. It should be the responsibility 
■of . the Ministry ■ of Natural Eesources 
and -Scientific Research and the Planning 
Commission, in consultation with Central 
Water and .. Power Commission, and the 
Ministry .■ of Finance to give these plans 
and estimates the final shape. The third 
tier is the creation of semi-autonomous 
organizations (by Statute of Parliament) 
with well defined functions and powers, 
which would be charged with the res- 
ponsibility of constructing the project 
on the lines of approved plans and within 
the estimates framed therefor. 

The Board should have complete 
powers to work within the frame-work 
of the approved plans and estimates of 
costs and should strictly adhere to the 
priority indicated in the blue print of the 
scheme. If any modifications of the origi- 
nal plans and estimates are considered 
necessary, they should be decided at a 
joint meeting of the Central Water and 
Power Commission and the Board and 
their decisions submitted to Government 
for approval. 

The Board should submit to Govern- 
ment complete quarterly progress reports 
and statements of expenditure against 
sanctioned allotments together with full 
explanation for variations, if any, which 
should be laid before Parliament* 

The practice of appointing jtoo 
Consultants and Advisers to the Board 
should be avoided. 


The headquarters office of the project 
organization should be located nearabout 
the site to enable the Board to watch 
the progress of work. 

All contracts for work over and above 
Es. 2 lakhs should be sanctioned "by tlm 
Board. Contracts between Es. 
and Es. 2 lakhs should be given with 
the approval of the Chief Engmeer and 
below Es. 50,000 by other Engineers 
specified for the purpose by the Board. 
Lists of approved contractors ^ and a 
schedule of rates should be mamtamed 
for consultation. 

Purchases of stores, plants, 
and machinery should, as far as possible 


be done through tie D.G. Supplies and 
bv the two Purchase Missions m London 
and Washington. Direct purchases made 
by the Board up to certam 
monetary limits should be checked by 
audit to see whether- they were niade 
at reasonable rates and under ^vourable 
conditions and also whether it would 
have been advantageous if the purchase 
had been made through the Central 
Government. 

A Cost Accounting Organization for 

each projectshould beset up as soon 

the scheme is sanctioned, and should 
act as a search-Ught, point out the Wh 

of waste and the directions m 
improvement is needed. 

Government should give careful 
deration to the institution of a. central 

fund called “The Biver Valley Develop- 
ment Schemes Fund” for financmg 
the River Valley Schemes and hrmg 

for its approval. There should also be 

uniformity in the bettement 1®;;^ “ 
respect of the various River Valley 
Schemes. 

There should be a provision in the 
statute itself for the audit of expenditure 
of the project. 

Audit should bo conducted by a re- 
presentative of the Comptroller and 
Auditor-General or a Commercial Auditor 
appointed by him. 

Audit staff should be located at the 
headquarters of the organization to 
conduct concurrent audit. 


The report of the auditors should 
he made to the Comptroller and Auditor- 
General who will cause it to be aid 
before Parliament. 

The Comptroller and Auditor-General 
should arrange to submit to Parliament 
a report on any serious cases of irregula- 
rities, fraud, had ma,nagem_ent, etc., 
which may come to his notice. 

There should be speoifio machinery 
for ensuring fuU control of 
over the various schemes. All plans, 
estimates etc., relating to a scheme should 
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■be laid before ParliaBieixt, with a positive 
motion seeking its approval thereto. 
Similarly whenever any changes in the 
plans' or estimates are required to be 
made, specific approval of Parliament 
should be obtained. 

The Board of Control should be a 
homogenous one and there must be a 
single appointing authority for making 
key appointments to the Board. When 
a project is undertaken in conjunction 
with one or more State Governments 
the Central Government should have 
the final power of constituting the Board 
in consultation with the State Govern- 
ments concerned, if necessary. 

There should he in the Ministry 
of Finance a Planning Section to review 
all development plans relating to 
the River Valley Schemes from the 
administrative, technical and financial 
points of view. All such reviews should 


be placed before Parliament and the 
Estimates Committee. 

A Central Engineering Service consis- 
ting of Irrigation Engineers should be 
started &om which trained engineers could 
be drawn for work on various schemes. 

The Central Government should in 
consultation with the State Governments, 
consider the question of starting an 
Engineering and Technical Institute for 
the training of promising young men in 
order to meet the paucity of qualified 
technicians to handle the construction 
of dams and barrages. This Institute 
may also impart training on designs on 
the lines of Designs Organisation existing 
in the U.S.A. 

The construction of large scale thermal 
stations should not be undertaken under 
a River Yaliey Scheme unless the instal- 
lation of hydro-electric power stations 
forms a necessary part of the project. 


APPENDIX i I 

Summary of Recommendations of the Public 
Accounts Committee : Companies 


Third Report: 

General 

1. The Comptroller and Auditor- 
General should have the right to audit 
the expenditure of the State sponsored 
concerns by whatever name they may 
be called-, because they are financed 
from the Consolidated Fund. 

2. Corporations for the management 
of Government industrial undertakings 
should be set up under the authority 
of Acts passed by Parliament. 

3. Urgent steps should be taken by 
the Government concerned to relieve 
the Audit Department of pre-audit and 
payment work. 

Tenth Report: 

Indian Telephone Industries (Private) Ltd. 

1. An examination should be under- 
taken by the P. & T. Deptt. to see whether 
the supplies received by the Calcutta 
Automatisation Project from the A.T.E. 
and I.T.I. under the terms of the con- 
tract were at fair and reasonable prices 
not more unfavourable than from other 
parties. 

2. The hold of stores worth about 
Rs. 95 laklis by the I. T. I. shows a lacjc 
of proper planning and foresight on the 
part of the previous management in 
investing lakhs of public money in indis- 
criminate purchases. The Committee 
should like to know the disciplinary action 
taken against the officials at fault. 

3. Specific provision regarding ins- 
pection of goods supplied by the A.T.D. 
in the U.K. by our own agency before 
shipment should have been made in the 
agreement. The expediency of an indepen- 
dent inspection being carried out by the 
Indian Stores Department London may 
be considered by the Ministry. 

4. The Comptroller and Auditor- 
General of India should have been con- 
sulted before entering into a commit- 


ment ' for relying . upon the certificate 
furnished by the firm’s (A.T.E.’s) Auditors 
in the manner of verification of the reason- 
ableness of the prices charged by them. 

5- Government should explore the 
export markets for the products of I. T. I. 
in order to utilise fully the capacity of 
the factory and^ if* necessary^ take up 
the question of the revision of the contract 
in this behalf, 

6. A clause providing for revision 
in the agreement whenever considered 
necessary according to circumstances by 
the contracting parties should invariably 
be made in ail such agreements entered 
into by Government in future. 

7. The maximum output should be 
obtained from the use of all the machines 
lying unused in the I.T.I. and a balance 
stock of components for the different 
projects should be maintained. 

8. The Committee stress the desira- 
bility of making the fullest use of the 
machinery in the interest of the country’s 
industrial development. 

Fifteenth Report : 

Smdri FertOisers & Chemicals Ltd. 

The Committee do not agree with 
Government’s view that the tranrfer 
of Government assets to the Shidri Ferti- 
lisers and Chemicals Ltd.^ in return for 
shares and debentures scrips of the Com- 
pany was in the nature of disposal of 
Government properties for which the 
Executive had the necessary powers and 
did not require further authority of 
Parliament. The Committee consider 
that this transaction amounted virtually 
to a sale of Government assets to the 
private Company and simultaneous in- 
vestment of the sale proceeds in the 
shares and debentures of the Company^ 
to cover which a specific vote of Parliament 
was necessary. 
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Sixteenth Beport : 

GoverBment Housing' Factory 

1. The . .Committee consider , it un- 
foTtunate, that sufficiently searching tech*. 
nical investigations had not been con- 
ducted to afford a' reasonable assurance 

■ that, the 'expendit Lire on the' construction 

■ of ';the, pre-^fabricated 'Housing Factory' 
would prove remunerative, before enter- 
ing into this contract. With its past his- 
toiy so disappointing, the Committee 
are pained to learn that the present 
progress of the project is also not en- 
couraging. 

2. The Committee would like to 
defer further consideration of this case 
till the Expert Committee had submitted 
its report and the final settlement with 
the firm had been reported on by the 

c; & A. G. , 

Nahan Foundry 

1. The Committee suggest that the 
Ministry of Eailways and other Govern- 
ment Departments should be approached 
for manufacture orders which the Nahan 
Foundry could execute. With the pros- 
pect of cheap power becoming available 
in the near future from Bhaha JSTangal 
Government may take up the question 
of diversification of its production. For 
this purpose, the Committee would sug- 
gest that Government should before 
long appoint a small Committee of experts 
to survey its manufacturing capacity 
as well as the possibility of modernising 
it. 

2. The Committee see no strong Justi- 
fication for the retention of such a large 
complement of office staff in any cir- 
cumstances and especially so when the 
foundry was running at a continued 
loss and there was not much work to 
keep it fully occupied. 

3. The Committee desire that im- 
mediate action should be taken to insti- 
tute an enquiry into large amounts spent 
on the development of new manufactures 
viz., Sarovar pumps, bullock-driven cen- 
trifugal pumps etc. which proved quite 
unsuccessful and action taken against 
the persons concerned who were responsible 
for launching upon this experiment. 


National Instruments Factory ' 

j . The Committee are anxious that 
the' activities of the National Instru- 
ments Factory should be' switched over 
from repair and maintenance to that 
of a manufacturing unit. Proper cost 
accounting technique should be introduced 
and balance sheet and profit and los'T 
accounts prepared just as is being done 
in the case of other Government Commer- 
cial undertakings. The Committee hope 
that it should be possible to fix 
a limit for acquiring stocks over and 
above those immediately required to 
meet the demands of the National Ins- 
truments Factory in hand as soon as 
the first phase of the reorganisation 
scheme has been completed. Further, 
they also desire that due proportion 
betw^een the slow moving and non-slow 
moving stores held by the factory should 
also be maintained and ail possible care 
and prudence exercised to ensure ths^t 
the items of non-moving and slow moving 
stores were indented not in excess of 
requirements which result not only in 
the locking up of public money but also 
possible deterioration owing to the efflux 
of time. 

2. The Committee suggest that 
Government might explore the possibility 
of setting up an optical glass factory 
either as an adjunct to this Factory or 
as an independent undertaking. 
Machine Tools 

The Committee hope that with the 
statisical data in their possession, the 
Government i^vill be in a position to 
formulate a coordinated programme for 
the production by the private and public 
sectors of the various typjes of machine 
tools etc. 

Hindustan AntiMotics 

The Committee would suggest that 
a proper cost-accounting system should 
be introduced quickly to enable Govern- 
ment to assess the economies of the 
Penicillin Factory, Pimpri. They trust 
that while calculating the overall cost 
per unit of penicillin produced at the 
Factory, the capital cost of the factory 
including the expenditure incurred on 
the construction of the housing colony, 
research work etc. would be taken into 
account. 
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Ninieentli' Report : 

Hiniustan ' ^ Aircraft 

It is' : needless . to emphasise ■ 'the 
importance of inspection of stores espe- 
cially intended for manufacturing of 
aero-engines and the like where a degree 
of precision is essential. The Committee 
had occasion to comment in the past 
on such lapses in proper inspection and 
consequential loss to Government. The 
Committee trust that there are competent 
staff in the inspection vnng of the India 
Store Bepartmenty London and India 
Supply Mission, Washington for this 
purpose. 

CONTROL BOARDS 
Sixth Report : 

Hirakud Project 

1. The rules regarding the account- 
ing of stores as laid down in the Central 
Public Works Accounts Code and as 
supplemented by the Hirakud Bam 
Project Accounting Buies should be 
rigidly enforced and no deviation from 
the prescribed procedure permitted. 

2. Stock- verification of stores which 
are not likely to be required on the Project 
in the next few years should be taken up 
immediately and statement showing the 
price thereof prepared and verified by 
the Financial Adviser and Chief Accounts 
Officer. 

3. Stock-taking of all stores ren- 
dered surplus should be taken and 
their values assessed periodically. In 
case, the stores are not likely to be 
utilized in the near future, action to 
dispose them of according to rules may 
be taken in order to avoid further losses 
on account of wear and tear. 

4. In order to prevent the expenditure 
on the Project being inflated, the reserve 
limit for stocking various categories of 
stores should be fixed in consultation 
with the Accounts authorities. The 
whole system of purchasing and stocking 
stores should be rationalised so as to 
eliminate unproductive expenditure and 
loss. 

5. In order that the Orissa Govern- 
ment may be in a position to assume 
responsibility for the running of the 


Project as soon as it is completed, pre- 
ference should.be given to the local 
people for employment in , all categories 
of staff, as far as possible. 

6. The recommendation made at the 
various Bepartmental Conferences' and as 
retiterated at a high-level conference 
held on the 7th September, IMS at which 
the Auditor General and the represeii-v 
tatives of all the Ministries concerned 
where present that it is necessary to 
appoint a ‘high leveF Financial Adviser 
at the Centre for all multi-purpose Elver 
Yalley Projects and that there should 
be at the site of each Pz^ojeet a Joint 
Financial Adviser with a Chief Accounts 
Officer functioning under him should be 
fully implemented. 

7. Serious attention should ho paid 
to the necessity and importance of planning 
the financial, accounting and auffit orga- 
nisation for each new Project involving 
considerable expenditure and such arrange- 
ments should be regarded as an integral 
part of the planing of the execution of a 
project as a whole. 

8. In view of the fact that the success 
of the Five Year Plan will depend upon the 
capacity of tlie Government and their, 
high authorities to inspire the highest 
qualities in tli© persons engaged in the 
active fulfilment of the Plan, the Officers 
must be carefully selected for their tech- 
nical capacity and for their ability to 
work as a team, with enthusiasm and 
missionary zeal for the progress of the 
country. 

0. The Central Water and Power 
Commission should be an advisory and 
coiisuitativo body mth authority to 
undertake, investigation of water and 
power resources of India, research, etc., 
and should not he permitted to undertake 
the actual execution of Projects. 

10. The Chairman and Members of 
the C.W. and P.C. should confine them- 
selves singlemindedly to the job of con- 
sulting Engineers and Advisers and no 
administrative Secretariat posts should 
bo foisted on them. 

11. The C.W. and P.C. should frame 
a set of Rules for regulating their 
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business and a record slioiild ba kept of 
ail important decisions arrived at tba 
meetings which, should be held periodi- 
cally for reviewing inter alia the progress 
of the execntioii of the various projects 
entrusted to the Commission and 
other cognate matters^ viz., administra- 
tive, technical and ' , financial. 

Eleventh Heport 

Irrigation and Power 

All other Ministries concerned, 

I . A Chief Technical Examiner should 
be appointed by all such Ministries which 
incur large amount of expenditure on 
major works and big projects. The Chief 
Technical Examiner shoald be directly 
responsible to the Ministry and he should 
go round and inspect the works on its 
behalf. 

In the case of the Ministry of Irriga- 
tion and Power, the Chief Technical 
Examiner should be independent of the 

0. W. & P. C. as well as the Chief Engi- 
neer of the Project concerned and should 
in no way be responsible for the execution 
of the work himseif. 

CORPORATIONS 

Fifteenth Report : 

R.F.A. and the LF.G. 

The delay in the d isposal of loan 
applications in the B. E. A. can be 
eliminated and much infructuous expendi- 
ture involved in the processing of applica- 
tions also saved, if the applications are 
examined carefully in the Administrator’s 
Office immediately on their receipt to 
see whether they fulfil the prescribed 
conditions for the grant of loan, especially 
conditions as to the production of accept- 
able guarantor by the applicants. All 
conditions need not be entertained. As 
a rule, no loan should be sanctioned unless 
an applicant has produced an acceptable 
guarantor nor should time be wasted in 
processing an application further. 

1. Industrial Finance Corporation 

The Corporation should devise a 
formula in consultation with the Ministry 


of Finance and the Comptroller and Auditor 
General for detenmning the quantum of 
‘bad and doubtful debt’, and make a 
provision in respect of the same in the^ 
Annual Balance Sheet of the Corporation. 

2. Specific provision should be made 
in the Buies of the Corporation that the 
Directors of the the Corporation should 
disclose their interest in the affairs of 
any Company applying for loan before 
the loan application is considered by the 
Board. 

3. The Committee trust that the separa- 
tion of Accounts from Audit will not only 
increase administrative competence and 
responsibility but also enable the spending 
Departments to keep in intimate touch 
with the progress of expenditure and to 
exercise a closer and concurrent watch 
over the utilisation of their budgetary 
grants and the progress of their pro- 
grammes. 

Eighteenth Repert: 

D. V. C. 

1. Since under the provisions of the 
D.Y.C. Act, 1948, the profits and losses 
are to be determined object-wise m., 
flood control, irrigation and power, and 
except for flood control, are to be dis- 
tributed between the three participating 
Governments in proportion to their 
respective shares in the total capital 
cost attributable to each object, the 
Committee desire that this question should 
be decided without any further delay 
so that a correct and realistic picture 
of the individual objectives of the Cor- 
poration might emerge. 

2. The Committee would like to 
stress the need for an adequate standard 
of stores accounting on the various 
projects in the interests of both economic 
administration and avoidance of pilfer- 
age and loss of stores by frauduience, 

3 . The Committee would reafiirm 
the view expressed by an earlier committee 
that save in the most exceptional cir- 
cumstances, no work of any kind should 
be commenced without the prior 
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©xecution of contract documents, such a 
course makes the liability of the 
Government wholly indeterminable and 
places them, entirely at the mercy of the 
contractors. ■ , 

4. Tt is not proper or advisable to 
leave to the indenting officers to specify 
the makes of equipment; there should be 
co-^ordination in the matter of purchase 
of the make, types and sizes of the plant 
best suited for various types of work 


and also combination and ,■ matching 
of plant, where more than one unit, of 
plant are involved. The decision to go 
in for the best type of equipment should 
■be taken at a high technical level. The 
dangers in ' individual indenting ■ officers 
purchasing a certain type of equipment 
according to their preferences are obvious. 
The Committee would like to commend 
the observations made in para 208 
of the Report of the Construction Plant 
and Machinery Committee in this behalf. 



APPENDIX li I 

Analysis af ' the questicms asked in Lok Sabha about 
Governinciit enterprises during 1953-56 


1953 - 

L n. E. F, A. Paper Mills 
(setting up) 

2. Heavy Electrical Plants 
(setting lip) 

3. H. A. L. 

(aircraft design) 

4. Sindri (stock) 

5. Iron Sc Steel Plant 
(setting up) 

6. Hindustan Housing Factory 

7. Sindri (Coke oven plant) 

8. Sindri (production) 

9. Hindustan SMpyard 

10* Sindri (cost of production) 

11 . Audit of expenditure of State sponsored concerns 

12. Bharat Electronics 

(agreement entered into with French firm on 
11th Dec. ’62.) 

13. Hindustan OaMes (set-up) 

14. Hindustan Antibiotics (Penicillin production) 

15. Sindri (production) 

16. Indian Telephone Industries. 

(manufacturing programme) 

17. Hindustan Shipyard. 

{cost of construction) 

18. Sindri (accumulation of stock) 

19. D.D.T. P^ctoryj Delhi (setting up) 

20. Hindustan Housing Factory. 

21. Machine Tools. 

(agreement with Oerlikons) 

22. Govt. Housing Factory (reconstitution) 

23. Hindustan Antibiotics. 

(Penicillin production) 

24. Hindustan Shipyard 

(improvement ajBfected, ITo. of ships built etc). 

25. Indian Mining & Construction Co. 

(Govt, of India acquired all shares of the 
Co. from Lindsay Parkisnon & Go. 
Operations were carried on for 3 months & 
finally closed down on 15.7.52 ) 


13th February 


16th February 
17th February 


53 

55 

55 


55 

19th February 


19th February 
20th February 
20th February 

55 

23rd February 
25th February 

55 , 

3rd March 

' 5 ^ 


55 

9th March 

>5 , , , 

nth March 


11th March 
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26. Industrial Enterprises in Public Sector 
(personnel for management) . 

27. Singareni Collieries (working) 

28. D. D. T. Factory* (setting up)' 

29. Hindustan Shipyard 

(N'o, of sMps^ costj agreement with French Bxm) 

30. , Machine Tool Factory 

(agreement with firm, expenses etc.) 

31. Fertiliser Production in Slndri 

32. , D. D* T. Factory (setting up) 

33. Hindustan Shipyard (labour trouble) 

34. Hindustan Shipyard Limited (labour trouble) 

(short notice question) 

35. Eastern Shipping Corporation 
(Projects — -plan for development) 

36. B. D. T. Factory For Delhi 

37. Sindri (ammonium sulphate stocks) 

38. Sindri (selection of officers procedure) 

39. Peniciilin Factory 

(supply of electricity) 

40. Steel Plants (setting up) 

41. Hindustan Shipyard 
(Manufacture of engines and boilers) 

42. D. D. T. Plant (setting up) 

43. Penicillin Factory 

(progress made in the establishment of 
Peniciilin Factory) 

44. Sindri 

(Progress in future expansion in production of fertilizers) 

45. Sindri 

(training of Indian Engineers for replacement) 

46. Machine Tool Factory 

(No. of foreign technical experts^ etc.) 

47. Sindri (supply of fertilizers to U.P. — • 

demand — etc.) 

48. ' Telephone Cable Factory 

(annual output) 

49. National Instruments Factory ■ 

(manufacture of optical glass) 

50. Sindri (supply of fertilizers to Assam by Rail 

and Steamer route — ^difference in freight per ton) 

51. Sindri (ammonium sulphate stock in Aprils May 

and June ’53) 

52. Sindri (Stock of fertilizers) 

53. Sindri (Fertilizer Mission Report— its chief 

recommendations) 


1 1tli March ^ 

16th 


5? 




IDth 

25th 

6th 



April 


7th 


iOth 


6th May 
4th August 


6tli 




11th „ 




3? 


yy 



I4th • 5, 

yy ' yy 




24th 


yy 


yy yy 


yy yy 


27th;;:; :: 

2nd September 


.2nd 
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■54.' Hiniiastaii Housing Factory. 

(progress — ^constitution. Managing Agent) 

l>0. Hindustan Housing Factory , 

(manufactiira of pre-stress concrete articles — 
quantity) 

06. Hindustan Housing Factory 
(Rent— stock position — value) 

57 . ' Steel Plants 

(amount spent on foreign consultants) 

oS. Hindustan Shipyard 

(programme for constructing ship) 

5^^. Hindustan Shipyard 

(payment of subsidy by government) 

60. ■ Sindri Fertilizers 

(day to day interference in its working by 
Parliament) 

61. Sindri 

(personnel for ammonium sulphate, plant-training etc.) 

62. Policy (fertilizer plants study by Indian team) 

63. Steel Plant 

(agreement vdth German firm) 

64. Sindri (stock of fertilizers) 

65. Hindustan Shipyard — 

(educational facilities for children of staff) 

66. Hindustan Shipyard 
(houses for unskilled workers) 

67. National Research Development Corporation 
(proposal for setting up etc.) 

68. Singareni Collieries 
(loss of life in accidents) 

69. Fertilizer (report) 

70. Fertilizers Factories: Sindri & Travancore. 

(difference in production costs) 

71. Hindustan Shipyard 
(idle labour) 

72. Singareni Colleries 

(for iron & steel placed by Co.) 

73 . : Sindri ' ' 

(tenders for establishment of urea and ammo- 
nium nitrate plants 
74.. Sindri, • 

(shortage of stock worth several lakhs of rupees) 

75. Sindri 

(Sindri allowance to workers---iwithdrawal etc.) 


5th. September 

>3 

■ 

0th , „ 

] 6th November 

5? 

5? 

19feh „ 

' ,3 ' 

26th „ 

30th „ 

2 nd December 

. » ■ 

n 

7th „ 

10th „ 

18th „ 

23rd „ 
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1954 ' 

L SiniiriFertllissers 
■: , (D.^trib!itioii) 

2. N. E;P. A, Mills 
(working) 

3. Steel Plant ' 

(setting up) 

■ 4. : Sindri 

(employees,' No. etc,) 

5. Bharat Electronics 

(expenses, investment etc.) 

6. N.E.P.A. ' 

(annual production & costs) 

7. Siniipi 
(project etc.) 

8. Sindri 

(life of plant) 

9. Fertilizers (by-products) 

10. BLindustan Shipyard (consideration) 

11. Steel Plants 
(production at Ronrkella) 

12. Indian Telephone Industries 
(medical facilities to workers) 

13. H. A. h. 

14. H. A. L. 

(Employees in Rail-coach Section) 

15. Sindri 
(export) 

16. Steel Plant 

(Board of Directors) 

17. 1. T. L 

(percentage of capacity utilised) 

18. . Second D. D. T. Plant 

(starting) 

19. Investments in Public Sector 
(State- wise) 

20. H. A. L. 

(profits, participation in management) 

21. H. A. L* (Turover) 

22. .Hindustan Machine Tools 

(erection) 

23. Hindustan, .Shipy^^ :■ 

(engines & boilers) 

24. LT. L 
(variety of steel) 

25. Sindri 

(utilisation of coal ash) 

26. I. T. I. 

(annual requirements of ebonite) 
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19th February 


24tli „ 
26th ■ „ " 
27th „ 

4th March 


8th 


>» 


12fch 

15th 

16th 

16th 


17th „ 

22nd „ . 

22nd 5 , 

24th „ 
24th „ 

26th „ 

7th April 

8th „ 

12th 

14tb „ 
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27. 

Smdri 



(raduction of production of ammoniam sulphate) 

21st AprE 

28. 

Hindustan CaMes 



(technieal officers) 

26tli „ 

29. 

National Research Development Corporation 

28th 35 

30. 

H. A. L. & L T, I. 



(share capital) 

28th 35 

31. 

Heavy Electricals 



(setting up) 

29th 35 

32. 

H- A. L. 



(H. T. 10 aii’craft) 

nth May 

33. 

Hindustan Machine Tools 

12th 55 

34. 

Hindustan Machine Tools 



(Indians for training abroad) 

20th September 

35. 

Steel Plant (Rourkela) 

24th 35 

36. 

Industrial Development Corporation 



(setting up — shares etc.) 


37. 

Sindri 



(Survey for expansion) 

21st 35 

38. 

Hindustan Antibiotics 



(control) 

99 99 

.--39. 

D* D. T. Factory 



(construction) 

16th 33 

40. 

L T. I. (demand met) 

10th ,3 

41. 

Hindustan Shipyard 

9th 33 

42. 

H. A. L. 



(Aircraft in Hangars) 

7 th 33 

43. 

H. A. h. 



(money spent on workers’ quarters etc) 

7th „ 

44. 

Industrial Development Corporation 



(when to be constituted) 

3rcl „ 

45. 

N-E.P. A. 



(progress— amount spent) 

3rd „ 

46. 

State Industrial Undertakings 



(Constitution of Central authority) 


47. 

h; A. L. 



(technical advisers’ remuneration) 

• '30th ' August ' 

48. 

H. A, L. 


(cost of overhaul of planes) 

■99 99 " 

49. 

H. A. L. , : ■ 



(No. of H.T, 2 manufactured) 

93 99 

50. 

H.AX. : - - 



(Ho. of major engines overhauled) 

99 99 

51. 

H-AX. ■■ 

(cracks in roofs and walls of tool 



room building) 

25th 

52. 

H,AX* 



(cost of Railway Coach) 
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53. 

aAX. 

■ (value of buildings 'constructed, name of 
contractors-total payment made etc) 

25th August. 

54.. 

H.AX. 

(test bedsj^ Ho. of accidents) 

n 

» 

55. 

Steel Plant 

(offer from Britain for installation) 

1 oth November 


D. D. T. Factory 
(proposal to establish) 

18th 


57. 

Slndri ' 

(daily requirement of coke and production capacity) 

yy 

yy 

58. 

Slndri (increase in current month’s 
production of ammonium sulphate) 

j > 

55 

59. 

Slndri 

(amount paid for it*on«oxide used in manu- 
facture of ammonium sulphate) 

23rd 

55 

60. 

Hindustan Machine Tools 
(cost of establishment) 

26th 

55 

61. 

Penicillm Factory 
(reason for fall in production) 

26th 

55 

62. 

Fertilizer Factories 
(establishment of new factors) 


9> 

63. 

Steel Plants 

(Ho. of applications from abroad for 
erection) 

18th December 

64. 

National Industrial Development Corporation 




(copy of Memo. & Articles of Assn, and Ho. of 
meetings of Board of Directors and activities 
of the Corporation) 

yy ' 

55 

65. 

National Research Development Corporation 
(names of various inventions) 

3rd 

55 

66. 

State Undertakings 

(conference of managers and Managing Direc- 
tors of state undertakings — -views before 
management relations) 

6 th 

55 

67. 

State Undertakings 

(Names of Begd. trade unions in enterprises 
under central govt, control) 

yy 

55 

68. 

Steel Plant 

(Russian Experts survey — -location and plants) 

' 9th 

yy 

69. 

Sindri'.: 

(value of shortage in the stocks of raw 
materials) 


.■ 5.*» 

70. 

State Industrial Undertakings 
(constitution of a central authority) 



71. 

L T. L 

(employment of retired officers — reasons) 

10 th 

55 

: 72.: 

''Hindustan .Cables.. „ 

(date of actual production, length of cables 
and value) 

14th 

55 
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73. Steel Paint 

(training of Indian technicians) 

74. ', Siniri 

(quantity of ammonium sulphate during Jan.« 
Sept. ’54 — quantity sold — value) 

75. I. T. 1. ■ 

(ISTo. of learners, trade clerks appointed during 
52-03, 53-54^B[ow many belong to S. C. & S. 
Tribes) 

76. Steel Plant 

(progress in the construction, staff recruited, 
amount spent) 

77. Sindri 

(period of writing off development expenditure on 
recruitment of staff and maintenance of town) 

78. L T. L 

(proposal for revision of wage structure of 
employees — ^decision of Govt.) 

1955 

1. state Industries 

(P, A. C.’s recommendations implementation) 

2. Hindustan Inseeticides Ltd. 

(date of production and turnover) 

3. N.E. P. A. 

(daily production) 

4. Sindri 

(ammonium sulphate during last 3 months) 

5. Sindri 

(ammonium sulphate production during 1054 
and value — ^quantity sold) 

6. Steel Plant 

(British proposal for setting up a plant) 

7. Steel Plant 
(Indo-Soviet agreement) 

8. Steel Plant 
(Eussian specialists) 

0. I. T. L 

(revision of agreement with Automatic Tele- 
phone Orbetic Co. Ltd. in view of P.A.C. 
EeportX) 

10. LT. L ■ ■ 

(Managing Director’s visit to foreign countries — 

its result) 

11. LT. L 

(parties to whom manufacturing goods are sold 
— ^prices — value of products purchased by 
P. T.Mg.) 

/ 12. Second D. D. T. Factory 

(sites and help from U.K. T.C.A. Mission) 


14th' December 
17th ' „ ' 


20th 

22nd 



28 th,. 'February. 
vlst'March 





7tli 
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13. : ' SiJigareiii Cdllieries ■ 

poan from Special Development Fund of 
the Hyderabad Govt.) 

14. Hindustan Cable Factory ^ 

(expenditure incurred in establishment — average 
monthly production — yearly target 

15. Govt. Housing Factory 
(disposal of supplies stores) 

16. Hindustan .Shipyard 
(wage structure revision) 

17. Hindustan Steel Plant 

(expenditure incurred on tomiship of Rourkalia) 

18. Rourkella Steel ■ Project 
(Krupps Demag final report) 

19. Heavy ■ electricals 

(report of enquiry committee) 

20. Sindri 

(names of countries from wliom tenders taken for 
imports of ammonium sulphate) 

21 . Hindustan Insecticides 

(No. of directors, constitution of Board) 

22. I.T.L 

(No. of non-Indians employed) 

23. N.E.P.A. 

(name of place and other factors) 

24. Hindustan Steel 

(No. of appointments made in classes I to lY) 

25. Singareni Collieries 
(contraction of workers’ quarters) 

26. Sindri 

(accumulated stock of ammonium sulphate 
July ’54 to Jan. ’55) 

27. Selection of Managing Director 

(Standard for selection of Mg. Director & 
General Manager) 


7th March 
1,2th „ 


16th 55 
] 6th 5,. 

2isf 5. : 

29th 5^ 
2.nd April 


4th 

6th 








9 5 


/ th 55 


5 > 55 


loth 


28. Govt. Industrial Enterprises 

(all the enterprises under control of Ministiy 
of Production brought under company form 
of management) ,, 5 , 

29. Small Scale Industries Corporation 

(names of industries having assistants — nature 
and teims) 22nd ,, 

(exam, by verious teams of the site) „ „ 

31. Eourkella 

(progress of work in construction and 
steps to check delay) ,, 

32, National Research Development Corporation 26th ,, 
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. m. D. D. T. Factory-Belki 
^ (principles for selection of Directors) 

'27th April 

34. :Hmdiistaii Steel 

(No. of tecliiiicai and non-teclmical appointments) 


33 

35. Rowkella Steel 

25th July 

36. Steel Plants 

(run by public sector) 


33 

37. Nahan Foundry 



(industrial dispute enqniiy and action 
taken by govt.) 

28tli 

53 

38. Heavy Electricals 

(technical consultants) 


53 

39. BWlai Steel 

(design of the plant etc.) 

2nd August 

40. State Trading Corporation 
(setting up etc.) 


33 

41. Nangal Fertilizers 

(decision taken on establishment of factory) 

5th 

33 

^42. Second D.D.T. Factory 

(site and estimated annual capacity) 


33 

43. National Industrial Development Corporation 
(names of industries taken up for study and 
investigation) 

?? 

33 

44. D. D. T. Factory-Delhi 
^ (monthly output) 


33 

45. National Research Development Corporation 
(licence to a German firm granted — terms 
and conditions) 

13th 

53 

46. Russian Steel Plant 

(details of Russian aid) 

J6th 


47. Nevyeli Lignite Corp, 

(period of work remaining stand-still) 


33 

. , 48. . Sindri 

(No. of engineers and technicians trained 
so far) 


33 

■ 49. Hindustan Shipyard 

(No. of foreigners employed) 


33 

50. Sindri 

17th 

53 

51. Hindustan Shipyard 

(standardisation of ships) 

1,9th 

33 

52. ' Mahan Foundry 
(labour trouble) 


33 

.''53. Sindri 

(expansion schemes) 

23rd 

53 

54. N. E. P. A. 

(quantity of paper produced) 


■ > 3 "'\ 

55. Hindustan Housing Factory 

(expenses in connection with establishment 
and working-material produced) 


33 
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36. 

Eourkella, and Bhilai 
(housing plans— ^cost) 

8th September 

57. 

■ Bourkella Plants 

(No. of displaced families employment 
question) 

>> 

» 

58. 

Bharat Electronics ' ■ 

{construction work) 

12th 

53 

59. 

Sindri ' 

(upto date position of stock) 


53 

60. 

Hindustan Machine Tools 

(purchase of machinery etc. through open tenders — • 
value of machinery purchased) 


53 

61. 

Hindustan Shipyard 

(causes for heavy loss in S3-54) 

' 

53 

62. 

Bhilai 

(No. of Indians to be sent to Russia for training) 


33 

63. 

Hindustan Aircraft 

(capacity for production of rail coaches) 

15th 

33 

64. 

State enterprises 
(Name etc.) 


33 

65. 

Hindusian Aircraft 
(manufacture of basis Jet Trainer) 

23rcl 

33 

66. 

Hindustan Aircraft 

(supply of HT2 aircraft to foreign countries) 


33 

67. 

Bhilai 

(Nature of works during 1 955-56) 

29th 

33 ' 

68. 

Sindri 

(agriculturists representative on the Board 
of Directors vide E. C. Report No. 13) 

55 

, 

69. 

Rourkella Steel 




(preference to displaced persons) 

»5 . 

33 

70. 

LTX^ 

(annual production— ^prices as compared to 

U. K.) 

22nd .'November 

71. 

LTX 

(No. of workers employed category-wise) 

, , ' 55 ,' 

■ 3 ^ , 

72. 

Hindustan Housing Factory 
(nature of work done — staff and expenses) 

24th 

33 ' , 

73. 

National Industrial Development Corporation 
(terms and names of industries which have 
received help) 

30th 

33 , 

74. 

Hindustan Machine Tools 
(No. of employees category-wise) 

35 ■ 

■, 3 >" 

75. 

/■Hindustan AircraR 
(manufacture of Folland Gnat aircrafts) 

2nd December 

76. 

Sindri 

(accounts 54-55 — net profits etc.) 

3rd 

33 
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77. Ashoka Hotel 

(terms wth private collaboration) 

78. Nahan Founilry 

(report of the Enquiry Committee) 

79. Sindri 

(agriculturists’ representation on the Board) 

' 80. Hindustan Machine Tools 

(cases of delay in setting up the factory) 

81. Sindri ' 

(distribution of fertilizers) 
vide E. G. Beport ISTo. 13. 

'82. ' Hindustan Aircraft 

(P.A.C. Beport Ho. 14 regarding maintenance of 
accounts departmental-wise) 

83. Hindustan Aircraft 
(Bail-coach building section) 

84. Hindustan Shipyard 
(Ho. of ships built) 

85. Neyveli Lignite Corp. 

(East German experts for exploitation) 

86. Bhilai 

(scheme submitted by Biissian experts) 

87. Sindri Fertilizers 

(re-employed & retired Govt, servants in the 
admimstrative offices) 

\yS9* Nationalised industries 

(sixteenth report of the committee on orga- 
nisation and Admn.) 

89. Hindustan Shipyard 
(recommendations of 14th E.C. committee 

Beport—action taken) 

90. Sindri 

(bonus to workers) 

91. Sindri 

(workers’ representation for free supply 
of water and electricity) 

92. Hindustan ■ Cables 

(No. of foreigners employed) 


3rd December 


5? 


55 55 


55 


6tli 


9th 


55 55 


loth 


55 55 


20th 


22 nd 


23rd 


55 ' 55 


55 55 


5 5 ' 55 ' 
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1956 

1. Hindustan Maeliiiie Tools Ltd. 

(Firm of Architects in Delhi entrusted with cons- 
truction of staff quarters and fees paid) 

2. ' Penicillin Plant 

(quantity of production) 

3. National Industrial Development Corporation 

(scheme for laying the foundations of heavy indus- 
tries in India during Second Five Year Han — 
main features) 

4. Sindri 

(production target in 1955 and stage of erection 
of coke oven plant) 

5. Nevyeili Lignite Corp. 

(present position of the project) 

6. Bharat Electronics 

(construction of buildings entrusted to M.E.S. 
and subsequent change in plans) 

7. Durgapur Steel Plant 

(agreement with British and financing of project) 

8. Nahan Foundry 

(loss suffered in 55-56) 

9. Government Housing Factory 

(Articles produced and how much each month) 

10. Rourkella Steel Plant 

(progress in construction and subsidiary industries 
to be developed) 

IL ' Heavy Electricals 

(text of agreement with Britain and items 
produced) 

12. Hindustan Machine Tools 

(output of lathes — -programme and targets for 
the manufacture of tools) 

13. National Industries Development Corporation 

(project reports relating to industries drawn up 
— -whether any scheme drawn up for rehabilitation 
and modernisation of the Cotton Textile 
Industry) 

, 14. - State Trading ' Corporation, . 

(setting up) 

■15.. Sindri 

(cost and income of Sindri News — number of 
copies printed — supplied to subscribers and 
complimentaries distributed) 

vyie. D. D. T. 

(quantity produced) 

17. Sindri 

(number of foreigners employed) 


16th February 




53 * 


35 


33 ' 33 


20th 


2Jst 






' ■ ' » 




33rd 

53 33 


29th 


33 3 

, 33 ,.'. i 

33 


172 


STATB ENTERPRISES IN INDIA 


■ IB. BMIai steel Plant 

(Total nuniber of labourers, skilled, wage scales, 
personnel of recraitiiig and selecting authority 
— ^percentage recruited from Madhya Pradesh) 

19. Eourkelia Steel Plant 

(final report of German experts— -type of method 
suggested as regards production is concerned) 

20. Diirgapiir Steel 

(High official in«charge placed under suspension 
— -allegations against him) 

21. Bhilai Steel 

(stage of final project) 

22. Hindustan Aircraft 

(pi'oduction of electrical coaches for raiiwa^^s— 
annual out-turn) 

23. Durgapur Steel 

(Important features of agreement with Britain) 

24. Sindri 

(bonus to workers) 

25. Nevyeli Lignite Corp. 

26. Durgapur Steel 

(rate of interest to be paid on loans to be raised 
in U, K. — extent of use of sterling balance) 

27. Sindri 

(housing programme for workers) 

28. N.E.P.A. 

(annual subsidy by Centre^ — total production 
in 1955) 

29. Bhilai 

(tenders for supply of tractors and bulldozers 
of certain make) 

30. Nahan Foundry 

(appointment of sole dealers and stockists^ — 
rate of commission etc.) 

^1. D.D.T. at Delhi 

(steps for expansion) 

32. Pimpri Peniciilm Factory 
(expansion— target of production) 

33. D. D. T. Factory 
(quantity produced) 

.„34,-: Bhilai;' 

(persons uprooted as a consequence of working 
of plant) 

35. Hindustan Housing Factory 

(projects for efficient working— -any future 
decision) 

36. Nahan Foundry 
(labour organisations) 


20th Febriiar}/ 


oth March. 


Sth „ 

12tli 

55 55 

55 55 

15th „ 

20th ■ „ 
28th „ 

55 55 

55 55 

55 55 

55 55 

3rd April 
5 th „ 

" ■■ 55 "' 

14th ,, 

35:';,, 
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37. 

v/'" 


38. 

39. 

40 . 

41 . 

42 . 

43. 

44. 

45. 

46. 


47. 


48. 

49. 

50. 


51. 


52. 

53. 

54. 

55. 
66 . 
67. 


■Hindustan Insecticides 

(contributions by employees to State Employees’ 
Insurance Corporation— Enquiry Committee of 
M. P’s. to enquire into the state of affairs 
of the factory) 

Nahan Foundry 

(decision on ' the report of the working of 
Nahan Foundry) 

Hindustan Steel Limited 
(number of officers of Class I and II) 

Penicillin Factory 

(Yalue of rupees pencillin manufactured) 
Hindustan Machine Tools 
(name of persons to whom lathes have been 
sold — ^rates — annual sale — -foreign parts used) 
RourHlea Steel Plant 
(recruitment of staff) 

Heavy Electricals 

(training Institute — -number of trainees) 

Neyveli Lignite Oorp. 

(latest position) 

Hindustan Aircraft 

(number of HT-2 Aircraft manufactured) 

Heavy Electricals 
(progress) 

Hindustan Machine Tool Factory 
(production figures) 

D.D.T. Factory in Kerala 
(setting upj 

Rourkella Steel Plant 

(contraction work;, buiidiers of coke-oven plant) 
L T. 1. 

(difficulty of water supply) 

Bharat Electronics 
(details of production) 

Bharat Electronics 

(agreement with French firms — ^number of 
Indian technicians — ^royalty) 

Hindustan Aircraft 

(housing programme for the workers of different 
categories) 

Ashoka Hotel 
(loan given to company) 

National Small Industries Corporation 
industries where started) 

Hindustan Housing Factory 
(prospects for efficient working) 

Sindri 

(Bonus to workers) 


2nd May 
17th „ 

py yy 

21st „ 


26th 5. 
30th „ 

yy yy 

16tli July 
18th „ 
20th „ 


yy yy 

23rd „ 




yy yy 


26th „ 

yy yy 

yy yy 

26th „ 

yy [■yy 

yy yy 

27th „ 
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58. Durgapur Steel Plant 

■ (enquiry into allegations completed) 

59. ' Ronrkella' Steel Plant 

(Chief Medical Officer — name — qualifications etc.) 

60. , Annual Report on State Undertakings 
(auestion of publishing finalised nature of 

decisions) ' 

61. Bhilai and Durgapur Steel Plants 

(stage of the proposal for setting up struc- 
tural cum-maohine shop) 

62. Rourkella 

(number of foreigners employed — salaries 
paid etc.) 

D* D. T. Factory, Delhi 

(member of Board Directors who is also Direc- 
tor of D.C.M, Chemical works — -agreement for the 
supply of raw materials to D. D. T. factory) 

64. Hindustan Antibiotics 

(implementation of 27th Report of Estimates 
Committee) 

65. Hindustan Houfing Factory 

(any improvement after formation of partnership 
with M/s Basaldia Singh Wallenbarg Ltd.) 

66. National Instruments Factory, Calcutta 
(losing concern). 

67. Nahan Foundry 

(Enquiry Committee Report) 

68. ^ Hindustan Shipyard 

(Industrial Training Centre) 

69. Hindustan Shipyard 
(scheme for extension) - 

70. Heavy Electricals 

(Time by which production will start) 

71. Durgapur Steel Plant 

(Final agreement with British Firm) 

72. Hindustan Antibiotics 
(agreement for sale and distribution) 

7B. Hindustan Shipyard 

(annual requirements of timber-imports 
etc.) ■' 

74. Hindustan Aircraft 
^^negotiations with a German firm) 

75. Nahan .Foundry 

(number of infringement eases) 

76. National Small Industries Corporation 
(activities) 

77. Sindri 
(minimum wages) 


Ist , August 


>> 


3rd 




6th 




14 th 








20th „ 


23rd ,, 




iy yy 


1st September 


yy ■ yy 

yy yy 

5th ,, 


12th 
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78. Hiiidusteti SMpyari’f 
(ships under constraction) 

79. Nanga! Fertilizers ' 

(Preliminary Eeport) 

SO. National Coal DeveHpment Corporation 
(taking oTer of State collieries) ■ 

81. Ashoka Hotel 

(expenditure incurred in construction, equip- 
ment, furniture and staff — ^names of mana- 
gerial staff, qualifications, previous experience, 
etc.) 

82. Steel Plants 
(progiess of 3 plants) 

83. Siniirl Fertilizers Factory 
{Ad-'hoG payment to workers) 

84. Hindustan Housing Factory 
(working of the factory reviewed) 

85. Fertilizers and Chemicals Ltd. Alwaye 
(loan recommended). 

86. Lignite Project, Neyveli 

“^87. D* D. T. FiJctory, Travancore-CocMn 
(date when to be opened) 

88. State Undertakings 

(Chairmanship of various undertakings by 
Ministers-— ^reasons) 

,89. Steel Board 

(proposal to coordinate work of 3 plants — 
constitution et'^.) 

90. Neyveli Lignite Corp. 

(actual work and progress) 

91., i^hoka Hotel ■ 

(strength and annual cost of staff) 

92. H.AX. ' ' 

(number of technical personnel to be trained 
for manufacture of coaches by MA'.ST) 

93. National Small Industries Corporation 

— ^its places) 

94. Ashoka Hotel 

(furniture, articles and amount tenders asked) 

95. Niutional Industrkl Development Corporation 

(loan and financial assistance granted to 
industries since its inception) 

96. State Undertakings . 

(que.stion of publishing detailed annual re- 
ports on working) 


12,tli September 


14th JToTember 



16th ,, 

19th „ 
22nd 

27th „ 

29th „ 

4th December 


■J3 33 


33 33 

5th „ 

7th ,, 

loth „ 

3» 33 

17th „ 
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§7. Nangal Feriiliasar Project 

(Eecommendations of Preliminary Eeport 
submitted by 3 foreign firms for fertilizer 
project) 

08, Hindustan Housing Factory 

(Personnel of Expert Committee — -recom- 
mendations) 


21st December 

35 



APPENDIX IV 

Members of Board of Directors of the Corporations 
Mentioned in Chapter VIII 


I, Dam^datr Valley Corporation 

1. P.S. Rails I-G.S., (Retd.)— Chairman. 

2. A. B. Ganguljs I. C. S. 

3. S. P. Singhs I. A. S. 

IL Rehahilitation Finance Administration 

1. P.C. Bas Gupta — Chief Adminis- 
trator. 

2. L. J. JolmsoHj I. C. S.s Chief 
Settlement Commissioners Govern- 
ment of India. 

3. M. S. Bhatnagar, Jt. Secretarys 
Ministry of Finances Govt, of India. 

4. S.C. Kagtis Secretary to Assam 
Government. 

5. N. N. Mazumdarj Secretary to 
West Bengal Government. 

6. Chandulal P. Parikhs M. P. 

7. Pandit Thakurdas Bhargavas M.P. 

8. Mrs. Sucheta Kripalani, M.P. 

9. SushE Ranjan Chatter jeOs for- 
merly member of the Lok Sabha. 

III. Industrial Finance Corporation 

1. K. R. K. Menon^ — Chairman. 

2. S.Y. Ramamurtis I.C.S. (Retd.), 
Adviser, Planning Commission. 

3. • M.R. Bhide, I.C.S. Jt. Secy., 

Planning Commission. 

4. L. S. Vaidyanathan, Managing 
Director, Life Insurance Corpora- 
tion. 

5. S. C. Roy, Director of Extension 
and Trainings Food & Agriculture 
Ministry, Govt, of India. 

6. B. Yenkatappiah, By. Governor, 
Reserve Bank of India. 

7. L. K. Jha, I.C.S., SpL Secy, 
Mnistry of Commerce &: In- 
dustry’’, Govt, of India. 

8. V. P. Yarde, Businessman. 

9. 6. B. Ambekar, Trade Unionist. 


10. S. P. Yirmani, Industrialist. 

11. M. C. Muthiah, Chairman, Indian 
Overseas Bank. 

12. S. K, Basu, Professor, . Calcutta 
University. 

rV. Indian Airlines Corporation 

1. Shankar Prasad, I.C.S.— Chairman 

2. S. Ratnam, Secretary, Ministry 
of Finance, Govt, of India. 

3. M. M. Philip, I.C.S. Birector- 
General Post & Telegraphs, Govt, 
of India. 

4. Air Marshal Mukerjee, Chief of 
Air Staff. 

5. L. C. Jain, I.C.S., Birector-General, 
CivE Aviation, Govt, of India. 

6. M. J.B. Maneckji, Industrialist. 

7. M. L. Khaitan, Industrialist. 
Chairman, Bata Shoe Co., Ltd. 

8. J.R.B. Tata, Chairman, Tata 
Sons Ltd. 

9. Michael John, Trade Unionist. 

¥• Air India International 

1 . J. R. B. Tata, Tata Sons Ltd, 
Chairman. 

2. - Air Marshal Mukerjee, Chief of 

Air Staff. 

3. Shankar Prasad, I.C.S., Chairman 
I. A. C. 

4. L. C. Jain, ' Director-General GivE ■ 
Aviation, Govt, of India. 

5. B. N. Jha, I.C.S., Secy. Ministry 
of Communications Govt, of India. 

6. M. Y. Rangachari, Secy. Ministry 
of Finance, Govt, of India. 

7. K. G. Mahindra, Chairman, Mahindra 

and Mahindra Co. Ltd. 

8. Michael John, Trade Unionist 

9. B. E. Patel— Managing Director* 
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¥1. State Batik ©f India 

1. P*C. Bliattacharya—Chairman 

2. N. Y. Gadgil — ^Vic© Chaimian 

. ■ 3. B. P. Patel, Managing Director 

4. T. S. Eaghavachari, Managing 

Director. 

5. H. M. Patel, I.C.S., Principal 
Secy. Mnistry of Finance, Govt, 
of India. 

6. B. Yenl^atappiah, Dy. Governor, 
Deserve Bank of India. 

7. J. D. Choksi. Tata Sons Ltd., 

8. Pratapsingh Mathuradas, Business- 
man. 

0. D. P. Goenka, Industrialist 

10. 0. T. Jenkins, President, Asso- 

ciated Chamber of Commerce, 
Calcutta. 

11. K. Eamunni Menon, Eetd, Chief 
Secretary, Govt, of Madras. 

12. Maddi Sudersanam, Businessman. 

1 3 . H. M. Hasham Prem j i, Chairman, 
Bombay Electricity Board. 

14. EamnathA. Podar, 'industrialist, 
Podar Group of Concerns. 

1.5. Prof. D. E. Gadgil, Director, 

Gokhale Institute of Politics and 
Economics, Poona. 

16. Sachin Chaudhri, Advocate. 

17. Dr. Triguna Sen. 

18. S. P. Yirmani, Industrialist. 

19. G. L. Bansah Secy-General, Fede- 
ration of Indian Chambers of 
Commerce & Industry. 

20. V. S. Tyagaraja Mudaliar. 

¥IL Life Insurance Corporation 

1. G. E. Kamat, I.C.S. — ^Chairman 

2. L. K. Jha, I.C.S., Spl. Secy., 

Ministry of Commerce & Industry, 
Govt, of India. 

3. B. K. Kaul, I.C.S., Jt. Secy, 

Ministry of Finance, Govt, of 
India. 

4. Y. L. Mehta, Chairman, Khadi 

& Village Industries Commission 


5. Prof. D. G. Karve, The Reserve 
Bank of India. 

6. Md. H. Premji, Industrialist. 

7. Dhiren Mitra, Eetd. Solicitor- 
General, Govt» ' of India, 

8. S. M. Eamakrislina Eao, Busi- 
nessman. 

9. C. K. Jain, Businessman. 

10. Lala Eaghuram Swarup, Busi- 
nessman. 

11. A. Eajagopalan, Managing Director. 

12. L. S. Yaidyanathan, Managing 
Director. 

13. K.B. Srinivasan, Executive Director. 

14. Y. H. Yora, Executive Director, 

15. D.P, Guzdar, Executive Director. 

VIIL Central Warehousing Corporation: 

1. P. N. Thapar, I.C.S.,~^Secy., 
Ministry of Food Sz Agriculture 
Govt, of India. —Chairman 

2. Erishan Chand, I.C.S., Jt. Secy., 
In-charge of Cooperation, Ministry 
of Food 8z Agriculture, Govt, 
of India. — .Yice-Chairman. 

3. K. L. Ghei, Financial Adviser to 
the Ministry of Food 8c Agricul- 
ture, Govt, of India. 

4. H. P. Sinha, I.S.E., Consulting 
Engineer, (Eoad Development), 
Ministry of Trans|)ort, Govt, of 
India. 

5. B. P. Patel, I.C.S., Managing 
Director, State Bank of India. 

6. Dip Narain Sinha, Minister, 
Irrigation and Power, Bihar. 

I 7. M. R. Bhide, I.C.S., Jt. Secy., 

I Planning Commission. 

8. B. Yenkatappiah, Dy. Governor, 
Reserve Bank of India. 

9. Prof. D. G. Karve, Reserve Bank 
of India. 

10. P.S. Eajagopal Naidu, M. P., 

11 . A.M. Walker, General Manager, 
Punjab National Bank Ltd. 

12. Raghuraj Swarup, Businessman. 

13. K- P. Goenka, Businessman. 
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14. ' L. G. Eajwade;, I.C.S..>— Managmg 
Director. 

IX. Employees’ Stete InsuraBce Cor- 
poration 

‘li' ■ Gukarilal Nandaj Minister for 
Labour & Employment, Govt, 
of India — -Cbairman. 

2. ' D. P. Karmarkar, Minister for 
Health, Govt, of India. 

, 3. Abid All, By. Minister for Labour 
& Employment, Govt, of India. 

4. Yishnu Sahay, I.C.S., Secretary, 
Ministry of Labour & Employ- 
ment, Government of India. 

5. Lt. CoL C.K. Lakshmanan, Direc- 
tor-General of Health Services, 
Govt, of India. 

6. D. S. Nakra, Jt. Secy., Ministry of 
Finance, Govt, of India. 

7. N. S. Mankikar, Chief Adviser of 
Factories, Ministry of Labour, 
Govt, of India. 

8. S. K. Mallick, I.C.S., Secretary 
to Assam Government. 

9. B. P. Singh, I.A.S. Secretary to 
Bihar Government. 

10. D. R. Pradlian, I.C.S., Secretary 
to Bombay Government. 

11. W. Y. Oak, I.A.S., Labour Com- 
missioner, Madhya Pradesh. 

12. Mangat Bai, I.C.S., Chief Secre- 
tary, Punjab Government, 

13. V. Balasundram, Commissioner 

" ■ of Labour, ■ Madras. 

' 14. ' H. E. Ghosh, I.A.S., Orissa Govern- 
ment representativ©. 


15. 0. N. Misra, I.A.S., Provident 
Fund. Commissioner, U. P. 

16. S. K. Banerji,, M.C., I.A.S., 
West Bengal Govt. Eep. 

17. K. N. Anantharaman, I-C.S, Secre- 
tary to Govt, of Andhra Pradesh. 

1,8. B. 'M. Abu Baker, ,I.A.S., ■ By. 

' Commissioner, Kolar, ' Mysore. 

19. A.K. Boy, Secretary to Bajasthan 
Government. 

20. Y.B.H. Nair,. Surgeon-Genreral, 
Kerala. 

21. Dr. B. B. Seth, Director of In- 
dustries Sc Labour, Delhi. 

22. S.C. Boy, Director of Extension 
and Training, Ministry of Food 
& Agriculture, Govt, of India. 

23. B. K. Parikh, Businessman . 

24. Madanmohan Managaldas, Indus- 
trialist. 

25. K. N. Modi, Managing Director, 
Modi Spinning & Weaving Mills. 

26. Somnath P. Dave, M.P.; ■ 

27. Nirmal Kumar Sen. I.K.T.U.C. 

28. Kashinath Pandey, General Secre- 

tary, I.K.T.U.O. (U.P. Branch) 

29. S. A. Dange, M.P., General Secre- 
tary, A.U.T.I.C. 

30. Y.B. Karnik, Hind Majdoor Sabha 

31. Dr. Chamanlal M. Mehta, Indian 
Medical Asociation. 

32. Dr. V.D. Sathaya, All India Licen- 
tiate Aerociate. 

33. Gopinath Singh, M.P. 

34. Ghanshyamlal Chottelal, M.F. 



APPENDJX V 

List of Board of Directors of Central 
Government Companies 


1. MDilSTRy OF COMMERCE AND 

INDUSTRY 

] . SIniri Firtilkers and Chemicals 
(Private) Limited 

Chairman 

Lala Shri Bam Chairman, Delhi Cloth 

and General Mills. 

DireGiors 

S, Eatnam Secretary, Ministry of 

Finance. 

B* G. Mnkarjee, ICS Managing Director, 
Nangal Fertilizers. 

T. C. Puri, ICS Joint Secretary, Minis- 

try of Food and Agri- 
cnltnre. 

G. J. Ghandy Director of Tatas 

Digvi jai Narayan Singh — -MB. 
S.B.Vasavada I. N. T. U. C. 

K.L. Ghei Joint Secretary, Minis- 

try of Finance. 

Dr. A. Hagaraj Eao Chief Indastrial 
Adviser 

C.K. Raman, ICS Secretary, Bihar Govt. 
Managing Director 

V. Nilkantan Retd. Member, Rad- 

way Board. 

2. Nsmgal Fertilizers and Chemicals 
(Private) Limited 

Chaifman and Managing Director 
B. C. Mnkerjee, ICS 

Directors 

P. 1S[. Thapar, ICS Secretary, Ministry 
of Agricnlture. 

N. Subrahamanyam Joint Secretary, 
ICS Ministry of Commerce 

and Industry. 

K. L. Ghei Joint Secretary, 

Jl^linistry of Finance. 

Baidev Singh M. P. 

K.C. Mahindra Chairman, Mahindra 

and Manindra Co. Ltd. 


S.D. Eiungar, ISE General Manager, 

Bhakra Dam. 

Dr. A. Nagaraja Bao Chief Industrial 
Adviser. 

Dr. H. J. Bhaba Secretary, Department 
of Atomic Energy 

P.A. ISTarielwala Director of Tatas 

3. Hindustan Machine Tools (Private) 
Limited. 

Chairman 

N. B. Pillai, ICS Secretary General, 
Ministry of External 
AflEairs. 

Directors 

R. L. Kirloskar Industrialist. 

C.M. Poonacha Ministry for Indus- 
tries, Mysore Govt. . • 

L. K. Jha, ICS Special Secretary, Minis- 

try of Commerce and 
Industry. 

N. N. Wanchoo, ICS Joint Secretary, 
Ministry of Defence* 

S. Ratnam Secretary, Ministry 

of Finance. 

K. Narayanswami Director of Industries 
Mysore. 

E.W. Issacs Additional Membei:, 

(Mechanical) Railway 

Board. 

Managing Director 

M.E:.Mathnlla '■ 

4. Hindustan Gables (Private) Limited 

Chairman 

N. Subrahamanyan, Joint Secretary, 
ICS Ministry of Com- 

merce and Industry, 

Directors 

G.D, imbekar I.N.T.U.C. 

M, P. Birla Industrialist 

Y. Nnkantan Managing Director, 

Sindri Fertilizers and 
Chendoals. 
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V.N. Bajaii;^ ICS Director General^ Sup- 
plies and Disposals. 

C. A., Cornelius ■ , 

B.R. Murgai Deputy' Secretary, 

Ministry of Finance. 

B.D. Kalelkar Industrial Adviser. 

B.D. Nijliawan ... 

D. C. Driver 

Managing Director 
K.N.R. PiUai 

5. Hindustan Insecticides (Private) Ltd. 

Chairman 

U. L. Goswami Joint Secretary, Minis- 
try of Commerce and 
Ind ustry. 

Directors 

Dr. Yudhvir Singh Ex-Minister , Delhi 
State. 

Dr. C.L. Katial Retired Director Gene- 

ral, Employees’ State 
Insurance Corporation. 

Dr. G.P. Kane Industrial Adviser, 

Ministry of Commerce 
and Industry. 

Lt. CoL Jaswant Director, Malaria 

Singh Institute, Deliii. 

Dr. B . Muker ji Director, Central Drug 

Research Institute. 

Dr. S.S.Rao 

H. L. Guha Under Secretary, 

Ministry of Finance. 

Managing Director 
S.S. Jaggia 

6. ' ' Hindustan ^ Anti-biotics (Private) Ltd. 

Chairman 

Dr. NagaraJ Rao Chief Industrial Ad- 
viser, Ministry of Com- 
merce & Industr 3 r. 

Directors 

P. M, Nabar Officer on Special Duty, 

Ministry of Health. 

P.M. Wagie Retired Asstt. Direc- 

tor of Public Health 
Haffkine Institute, 
Bombay. 

B.K. Kair I^N.T.U.C. (Kerala) 


H. L. Guha ' Under Secretary, 

■ .Finance , Ministry. 

S.K. Borkar Drug ■ Controller, 

Dr. C.G. Pandit ' Secretary, Indian 

Council of . Medical , 
Research. ,■ 

Dr. K. Yenkatara- Director, Kationai 

man Chemical Laboratory, 

Poona. 

Managing Director 
Lt. CoL J.B. Dogra 

7. Heavy Electricals (Private) Limited. 

Chairman 

L.K. Jha, ICS Special Secretaiy, 

Ministry of Commerce 
and Industry, 

Directors 

Mohammed Hyat Member, Central 
Water and Power 
Commission. 

K.L. Ghei Joint Secretary, Mini- 

stry of Finance. 

A. S. Gadkary Technical Adviser, 

Ministry of Commerce 
and Industry. 

K. C. Bakhle Director of Tatas* 

P.C. Mukerjee Chairman of Railway 

Board. 

Prof. M.S. Thacker Director General, C.S 

■ ,& ,L,R. 

P.S. Bapna Secretary, Piamiing 

and Development, 
Madhya Pradesh Govt. 

B. D. Kalekar Industrial Advisei', 

Ministry of Commerce 
and Industry. 

K.K. Birla Director of Cotton 

Agents (Private) Ltd. 

8. ' ' Exports Risks Insumnce' Corporation 

(Private) Ltd. 

Chairman 
R. M. Gandhi 
Directors 

D.P. Geoenka President, Indian Jute 

Mills Association. 
A.M.M. Murugappa Businessman, 

Chattiar 
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, E..N. PMUips , Director of Export 
Promotion, 

Y*(j. Pendarkar Reserve Bank of 
India. 

P-E, Ganpati Under Secretary 

Minstry of Finance 

Managing Direotor 

T.C. Kapoor ' Officer on Special 
Du ty. Ministry of Com- 
merce aiid Industry. 

9. v'State Trading Corporation of India 
(Private) Ltd. 

Chairman 

K.B. Lalj ICS Joint Secretary, Mini- 
stry of Commerce and 
Indostry. 

Directors 

Asifaque Hussain Development Commis- 
sioner, Ministry of 
Commerced Industry 

Nagendra Singh Joint Secretary, 

ICS Ministry of Transport 

V.K. Rajan, Director General, Sup- 

ICS plies and Disposals. 

K.L. Ghei Joint Secretary, Mini- 

stry of Finance. 

H. D. Singh Director, Railway 

Board. 

K. Subrahmanyam, Joint Secretary Mini-» 

■ . ICS . stry of Commerce and 

.. ; ■ ' Industry. 

Managing Director 

D, Sandilya Joint Secretary, Minis- 

try of Commerce and 
Industry. 

10. National IndustriaP Development Cor- 
poration (Private) Ltd. 

Chairman 

Moraijec E. Desai Minister for Commerce 
and Industry. 

DyK Chairman 

M.M. Shah Minister for Industries 

Directors 

S. Bhoothalingam, Secretary, Ministry 

ICS of Steel. 


B.K. Kehru, ICS Secretary, ^ Ministry 
of Eiiiance. 


J.E.D. Tata 
G.D. Birla 


Cheirmaii, Messrs 
Tata Sons Limited. 


Managing Director, 
Birla Brothers, Ltd. 
Kasturbhai Lalbhc^i Millowner and Banker 

Shanti Prasad Jain , Chairman, . Punjab 
National Bank. 

Sir A. Ramaswami 
Mudaliar ,M.P. 

G.D. Ambekar I. N. T. U. C. 

K. L. Ghei Jt. Secretary, Minis- 

try of Finance. 

E. P. Singh Roy Chairman, Basanti 

Cotton Mills, Ltd. 

F. C. Badhwar Managing Director, 

Bird and Company Ltd. 
Dr. M.S. Thacker Director General, C.S. 

& 1. R. 

L. K. Jha I.C.S. Spl. Secy., Ministry 

of Commerce and 
Industry. 

G. B. Kotak 
Khandubhai Desai 

Managing Difeator 

Dr. A. NagaraJ Rao Chief Industriai 
, , /Adviser. 

11. National Small Industries Corporatioii 
(Private) Ltd. 


Chairman 

Ashfaque Hussain Development Commis- 
sioner,' ' Ministry of 
Commerce and Industry 

Directors 

G. L. Oza, M. P. 

G. L. Bansal Secretary General, 

Federation of Chambers 
of Commerce and In- 
dustry. 

Santokh Singh 

Pupul Jayakar Hony. Director, All 

IncUa Handloom Board. 
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B.N. Swaroop By. Secretaryj Minis- 
try of Commerce and 
Industry. 

Br. P.C. Alexander By. Secy. Ministry 
of Cominerce and 
Industry. 

B.B. Kumar Director of Coordina- 

tion and Statistics, ' 
Directorate of Supplies 
and Disposals. 

B.G. Mundkur , Deputy Secretary, 
Ministry of Finance. 

Ma^naging Director 

A.S.E. Iyer. , ..... 

12. National Small Industries Corporation 
(Bombay). 

Chairman 


j 14. National Small Industries Corpora - 
I ■ tion (Delhi) 

I ■ ■ Chairman 

\ Hari Krishan ■ Joint Development 

I Mathur ■ Oomniissiorier, .Minis- 

I try' of Commerce and. 

i Industry. 

DireGtofs 

From Lai Sehgai Dkector, Small In- 

dustries Services Ins- 
I ^ titute. 

N. Swami Joint Development 

Commissioner, Bombay* 
M anaging Direotor 
A.S.E. Iyer 

15,. National Small Industries Corporation , 
(Madras) Private Ltd. 


N. Swamy Joint Development 

Commissioner, Bombay 

Difectors: 


M. Bhatnagar Joint Development 
Commissioner, Minis- 
try of Commerce and 
Industry. 

E.U. Patel Eegional Dkector, 

Small Industries Ser- 
vice Institute (Bom- 
ba3r). 

Managing Director 
A.S.E, Iyer 

13.' ■ National Small Industries Ckj>rporation 

(Calcutta). , 

^Chairman . , ' ' 

Dilip K. Bhatta- Joint Development Com- 
charya missioner. Ministry 

of Commerce and 
Industry. 

Dueciors 

E^P. Eaju Joint Development 

Commissioner (Hydera- 


K. S. Boy Director, Small Indus- 

Choudhary tries Service Institute, 

Calcutta. 

Managing Director 
A.S.E. Iyer 


Chairman 

P.Sabanayagam Jt. Development Com- 
missioner, Ministry of' 
Commerce and Industry 

Directors 

E.P. Eaju Joint Development 

Commissionex*, Sec- 
underabad. 

P. Govind Menon Director, Small In- 
dustries Services, Ins- 
titute, Madras 

Managing Director 
A.S.E. Iyer- 

16. National Instruments (Private) Ltd. 

Chairman . 

N. Siibraliaman^^am Joint Secretaiy, 
ICS Ministry of Commerce 

and Industry. 

Directors 

B.E. Murgai Deputy Secretary, 

Ministry of Finance. 

A.- Mitra, ICS Secretary, ^Ministry 

of Conimerco and In- 
dustry, Govt, of West 
Bengal. 

Director Incharge 
S.D. JosM 

N. E. Banerjee 
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A. S. Banij ICS ' Deputy Secretary, Be- 
habilitation Ministry, 
Govt, of India. 

T. B. Gupta Joint Secretary, Deve^ 

lopmeiit Department, 
Govt, of West Bengal. 

A. P. Matliur ■ ■ Joint Chief Control- 

ler of Export and Im- 
port, Calcutta. 

B. D. Kalelkar Industrial Adviser, 

]\Imistry of Commerce 
and Industry. 

S.J. Shahney Asstt. Director General 

Ordnance Factories, 
Ministry of Defence. 

17. Nahan Foundry (Private) Ltd. 

Chairman 

N. Subrahamanyam Joint . Secretary, 
ICS Ministry of Commerce 

and Industry. 

Difeciors 

K»N. Channa Chief Secretary, Hima- 

chal Pradesh Govern- 
ment. 

S. Gopalan Secretary, National In- 

dustrial Development 
Corporation. 

B.R. Murgai Dy. Financial Ad- 

viser, Ministry of 
Finance. 

A. B. Malik, IAS Additional Secretary 

(Development) Himachal 
Pradesh Govt. 

Arjun Singh 
N. C.Mallick 

B. D, Kalalkar Industrial Adviser, 

Ministry of Commerce 
and Industry. 

2. MIMSTRYOFCOiraUNIC^^^ 

1. Indian Telephone Indstries (Private) 
Banglore. 

Chairman 

B.N. Jha, ICS Secretary, Ministry 

of Communications. 
Directors 

B.C. Vaish Chief Engineer,: Post 

& Telegraphs. 


Y.N. ChandavarkarVliidustrialist ' 

P.A. Narielwala Director, of Tatas 

S. Yishvranathaii' Dy. Secretary, Mini- 

■ stry of Finance. 

K. Narayanswamy Director of Industries 
Mysore. 

S. D. Bamakrishna Rao 

Managing Director 
Jagdish Prasad 

2. Government Telephones Board Private) 

Delhi 

Chairman 

M.M. PhiUips ICS Director General P & T 
Directors 

B. C. Yaish' Chief Engineer, P & T 

C. Y. Cunningham Senior Deputy Direc- 

tor Greneral, Post and 
Telephones 

K.T. Bhandarkar Joint Secretary Minis- 
try of Law 

S.D. Nargolwala Additional Financial 
Adviser, Ministry of 
Defence. 

3. MINISTRY OF DEFENCE 

1. Hindustan Aircraft (Private) Ltd. 

Chairman 

O.Pulla Beddi,IOS Secretary, Ministry 
of Defence. 

Directors 

S. J ayasankar Financial Adviser, 
Ministry of Defence. 
Air Marshal S. Chief of the Air Staff. 
Mukerjee. 

J. B.D. Tata Chairman, Tata Sons, 

■ Ltd. 

K. Narayanswami Director of Industries, 

Mysore 

Managing Director 
J.M. Srinagesh, ICS 

2. Bharat Electronics (Private) Ltd. 

Chairman 

O.PuUa Beddi, Secretary, Ministry 
ICS of Defence 
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; ■Dire-GtoYs ■ 

Dr. K. S. Krishnan Director, National 
Physical Lab. 

Dr. M.B. Sarwate , Adviser, Wireless, Plan- 
ning and Coordination, 
Biinistry of Commnni- 
cation. 

Maj.Geii.L.P. Sen G.G.S. Army Hdqrs. 

S. Jaysanfcar Financial Adviser, 
Ministry of Defence. 

P.N. Mnrthi Electrical Adviser, 
EaEway Board. 

V.N. Ghandararkar Industrialist 

S. N. Ramakrishna Rao 

Major Gen. S. D. Verma 

Managing Difector 
A.K. Ghosh, ICS 

4. MINISTRY OF EDUCATION AND 
SCIENTIFIC RESEARCH 

1. National Research Development Cor- 
poration. 

Chairman 

Kasturbhai Laibai Millowner and Banker 
Directors 

Dr. M. S. Thacker Secy. Department of 
Scientific Research. 

G.G. Takle Inspector General of 

Forests. 

L.K. Jha, ICS Special Secy., Minis- 

try of Commerce and 
Industry. 

Sir Shri Ram Chairman, Delhi Cloth 

and Gen. Mills. 

Vikrani Ambalal Industrialist 

Sarabhai 

P.A. Narielwala Director of Tatas. 

Bharam Swarup Nakar ■ 

5. MINISTRY OF IRRIGATION 

1. National Projects Construction Cor- 
poration (Private) Ltd. 

Chairman 

T. Shivasankar, ICS Secretary, Ministry 

of Irrigation and Power. 

Directors 

K^nwar Sain Chairman, C.W.I.N,C. 


R. Narayanswamy Joint Secretary,, lEnis- 

•try of Finance. 

S. Venkataraman Deputy ' Secy, Ministry 

of Irrigation & Power 

N.P.'Dikshit' Secy, P. W. " D., 

M. ■ " Pradesh Govt. 

Hari^ Krishna Niwas Chief Engineer, Irri- 
gation Bihar. . 

T. P. Kuttiammu Chief Engineer, Kerala 

D.N. Gupta Chief Engineer, Jammu 

and Kashmir Govt. 

Moti Ram Chief Engineer, Rajas- 

than. 

Managing Director 

Radhakrishan Gupta (Retd. Chief Engi- 
neer, Punjab). 

6. MINISTRY OF STEEL, MINES AND 
FUEL 

1 . Hindustan Steel (Private) Ltd. 

Chairman 

S. Bhoothalingam, Secy, Ministrv of 

I.aS. Steel. 

Deputy Chairman 

G. Pandey Ex-CIiairman, Rail- 

way Board. 

D hectors 

P.G. Bhagat General Manager, Rour- 

kella Steel Project. 

N.O. Srivastava, General Manager, 

ICS Bhilai 

K.Sen, ICS Gen. Manager, Durga- 

pur Steel Project. 

Y, Narayanan Jt. Secretary. 

K.C. Mahindra Chairman, Mahindra 
& Mahindra Ltd. 
Maharaja of Parlafciniedi. , . 

Michael John. 

Dr. A. Nagaraja Rao, Chief Industrial 

Adviser. 

2. . National Coal Development , Corporation: 
(Private) Ltd. 

Chairman 

S.S. Khera, ICS, Secretary, Ministry of 
Mines and Fuel 
Directors 

S. Bhoothalingam, Secretary, Ministry 
of Iron and S^I 
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N.H. Wanclioo. ICS Jt.. Secy.j Ministry 
of Befence 

R.S. Kaiwar, ICS Jt. Secy., Beptt. of 
Mines & Fuel 


¥, J^arayanaiB 

K.B. Matiiar ' 
Arviiicl Mafatlal 
T.M.S. Mani 

Kaiiti Mehta 


Jt. Secretary, Ministry 

of Finance 

Member, Railway Board 
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THE PUBLIC SECTOR IN INDIA* \y'/ 

■ 

By 

P.S. LOKANATHAN | 

There has been a great deal of emotional and doctrinal approach | 
towards the question of public enterprises in India and the role of the | 

* public sector in the economic development of the country. Actually public i 
and private enterprises are not to be regarded as two completely divided | 
and water-tight compartments or sectors, but rather theyTogether serve a | 
common end. The distinction between the ty^o is supposed to be based I 
upon ivieology. It is often pointed out in contrast tha-l^ PQtivation in i 
public a nd private enterprise is very different : that private enterprise is 
animated purely by considerations of profit, while social purpose and wel- 
fare are supposed to be the dominant motives of public enterprise. This j 
distinction is at best partial and may be in some context highly misleading. | 

It is not true that private enterprise can completely ignore social and demo- i 
cratic considerations. Indeed as time goes on, it is as much guided by 
broad social purpose as any national activity. On the other hand, public 
enterprise cannot altogether ignore considerations of profit nor can it fail ; 
to pay regard to questions of cost, efficiency and economy. Therefore, | 
as time goes on, the difference between public and private enterprise ceases ' 
to have that clear-cut and fundamental distinction which is ojften sought ; 
to be made. In fact, in socialistic countries, public enterprises are defini- 
tely operated on the basis of maximum profits. They become the sources 
of finance for further economic development. 

The fact that an enterprise is run by the State does not by itself 
provide any guarantee that labour or the public may not be exploited. 

In communist societies, what goes to labour, how nauch is set aside for 
further expansion, how much should go to consumption, is aU determined 
by the State in which neither the worker nor the citizen has much say. It 
would, therefore, appear that the more significant question is whether the 
country’s economic policies and methods are determined by democratic 
principles and institutions and not so much whether the emphasis is on 
the public or the private sector. The criticism again that the profit motive 
is an unsocial element is a half-truth. It is not profits jas such that are 
' wrong. It is the way in which profits are appropriated that is socially 
significant. After all, profits are, in a business, an indication and 
measure of efficiency ; they are also a reflection of the state of public | | 
demand. 

The criticism usually levelled against public enterprises, that if they 
fail there is a waste of public resources whereas the incidence of loss in case 
of private enterprise is wholly on the entrepreneur, has not much validity 


*Thc Indian Journal of Public Administration, Jan- Mar. 1957 , Vol. Ill, No, 1. 



1 



'■ in tlie context of planned economy. " Both equally constitute a misuse of 
; resources; for from the social standpoint there is no difference whether 
resources are wasted through failure of a public enterprise or throngh 
mismanagement of the private entrepreneur. In both cases, there is a 
social loss. Again, a very common argument against the expansion of the 
public sector is that public enterprises do not command sufficient technical 
or administrative personnel. This is not a valid atgu^to^^^^ because where 
: there is an absolute scarcity of administrative, technical and engineering 
personnel, it matters iMe whether it is public enterprise that lacks them 
or private enterprise. The problem can only be met (a) by the training of 
I administrative, managerial and technical personnel and/or (b) by reducing 
! the total magnitude of the development programme. 

I The doctrinaire approach to the question of the area of the public 
sector is not only unprofitable, but has not been the main element in the 
expansion of the public sector in the countries of the ECAFE region. 
With the possible exception of Burma and more recently of India, consi- 
derations of economic philosophy have not been the major determinant in 
the growth of the public sector. In many countries, like Indonesia, 
Ceylon, Pakistan, Thailand and Philippines, it is the lack of entrepreneur- 
ship and high costs of establishing new industries that have led to the 
interventioh of the State in industrial development. Even in India where 
there has been socialist motivation to some extent, the present expansion ^ 
of the public sector can be justified on entirely economic and rational 
grounds. 

^ With the need for accelerated economic development in the country 
and the equally important need to secure rising living standards, the 
expansion of the public sector in the heavy metallurgical, electrical 
and chemical industries is not only justified, but is indispensable. There 
i is little hope of the private sector entering these fields which require the 
‘ lockingupof enormous liquid resources and large scale personnel manage- 
; ment altogether beyond the capacity of the private sector as it obtains in 
I the ECAFE region. It is true that one of the reasons for India’s expansion 
: of the public sector is the desire to reduce the concentration of economic 
, power which would become more serious if the private sector were per- 
• mitted to enter these new fields. But even if this motive were absent, 

I there could be no hope of the private sector fulfilling the additional 
■ responsibilities. 

Even in the most advanced countries like the U.S.A., the amount of 
: public investment has been increasing. From the point of view of the 
; development of private enterprise it would appear that there should be the 
minimum of public enterprise and the maximum development of economic 
and social overheads. Indeed, one main reason why India’s economic 
development has been greatly retarded in the past was the lack of what may 
be called social and economic overheads. It is only when large public 
; investments in transport, communications, power, education and research 
1 have taken place that the scope for private enterprise will become larger. 

1 The fact that today, in spite of the expansion of public sector, private 
I enterprise ia India is not only buoyant but is optimistic of the future pro- 
: vides ample evidence in support of the thesis that in a properly planned 
economy not only is there no conflict of the type imagined in a purely 
I doctrinaire approach but the expansion of the private sector is itself con- 
; ditional on an appropriate expansion of the public sector. 

II 

I The actual problems of management and operation of the public enter* 

I prises, are in no way different from those which confront the private sector. 
'There is the same hard core of practical problems in all enterprises whether 
I they are private, public or mixed. There is the same question of manage- 
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nieiit of personnel, labour relations, of ■ cost, efficiency, internal organisation, - 
delegation of authority, ' price policy, etc. It would hardly be possible to 
deal: with .all these matters in this short sketch,, but a few points, may be 
selected for illustration. 

Taking up first the question of autonomy of public ' enterpri^^^ 
real problem is how to secure a balance Betweef^ accountability on the 
one hand, and on the other, the flexibility of management needed for 
dealing in a responsible way with changing situations which require quick 
decision. In some countries, the public enterprises were permitted to have 
excessive autonomy ; they almost tended to disregard the responsibility to 
the public in their operation and management. Fortunately, such danger 
is now past ii\Iiidia as well as elsewhere. There i's universal recognition 
that parliamentary control is essential and justified ; only it should not 
be excessive or detailed. Parliamentary control should not lead to either 
too mueh delay or create a sense of timidity on the part of managers 
of public enterprises. The forms of organisation of public enterprises 
may vary, as in India. We have_examples_pf pub^ pri\'ate 

companies and departmental'^mipageraent. Whatever be fheTorm of orga- 
nisation, the main point is pubrrcbnterprises should regard themselves 
as organisations whose objective is to meet the public need most ecoiio- 
micaliy and efficiently. As regards administrative relationship, while the 
Minister must necessarily have the ultimate say in regard to policy, the 
Board of Directors should have a voice in its formulation and a fair scope 
for manoeuvreability in its execution, for situations change and a media- ; 
iiical application of a stated policy may be contrary both to the public 
interest and the original intentions of the framers of policy. It is ultimately 
a question of trust which has to grow (as part of the national character) 
and cannot be assumed or provided for in an administrative way. 

In India, the Chairman of the Board of Directors of public enterprises 
and the majority of the Directors are officials. This by itself is a sound 
policy, since the public enterprises belong to the State, and the policy of 
the State can best be interpreted by its officials. On the other hand, there 
is the danger that the official Chairman of the Board of Directors may 
either find little time to guide the Board of management or might find it 
difficult to wear a double hat, one as representative of the Government and 
the other as representative of business. It is the practice in Indian public 
enterprises to have a few non-officials on the Board. Although 
Mr. Appleby in his report has condemned this practice, there is no gainsaying 
tjie. fact that the presence of non-officials is of great benefit both to the 
particular enterprise and to the public. Tt is democratic in the sense of 
providing a check on the exercise of power, and serves in a broad way 
much the same ultimate purpose as the presence of an official in a private 
Board of Directors. 

One of the problems connected with the management of public 
enterprises is the danger of civil service mentality prevailing in manage- 
ment of business concerns. There is also the fufffier question as to whether 
civil servants are best suited for managing business enterprises. Here one j 
has got to take a balanced view of the matter. There are many problems 
which personnel with the civil service training are specially qualified and 
competent to handle. \ It is also a mistake to think that the civil servants ^ 
cannot take quick decisions. VThe fact is that in private business also there* 
have been many instances of dilatory decision.^ Nor is it true that public 
enterprises cannot have a system of promotion by merit. ' Actually Govern- 
ment is undertaking certain measures which would eliminate the difficulties 
and disadvantages of routine governmental management.) A Management 
Pool has been established and its service conditions are somewhat different 
from those obtaining in Government service. It is often stated again as 
criticism of public enterprises that they do not have for their executive 
posts men of high technical competence and that they are unwilling or 
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NOTES'^ 1. unable to recruit from private businessmen for executive posts. Further, at 
I the highest level of executive management, a technical man is not necessarily 
I an ideal person. In smaller businesses, a technical man ccmid be more 
useful as head, but where businesses are large, specialist with technical 
knowledge and experience would not necessarily be more valuable. As 
I regards recruiting from private business, the difficulty is one of securing 
i the right type. It would be wrong to assume that men in private business 
would necessarily be ideally suited to fill executive positions in big public 
enterprises. What is really needed is that the methods of recruitment and 
promotion shoffi^ rigid and that there should be greater flexibility 

-4,,! 3 ill procedures in regard to appointments and promotions and that 
' 'recruitments should be made from as wide an area as possible. 

I ■ III 

I Public enterprises and private enterprises cannot be compared except 
: in terms of the public policy to be observed. In many instances, public 
I enterprises may by their very nature be monopolistic. They enjoy certain 
I advantages which are denied to private enterprises. In the context of 
i planned economy, it is possible that some discrimination in favour of public 
I enterprises in, respect of supply of basic materials, power, transport, etc., 
may be justified, but there should at least be one basic requirement and 
i that is when they enjoy subsidies either veiled or concealed or are given any 
I exemption, all these advantages and benefits should be fully brought to 
I light. A comparison, therefore, between public and private enterprise 
I should be on an equal basis. In so far as the Second Five Year Plan 
I provides for the functioning of the private sector it is only proper that 
I adequate fiicilities should be granted to private enterprises and that no 
I unnecessary discrimination or any possible hindrances should be permitted. 

I The mere fact that public enterprise meets a difinite end cannot by 
itself justify the expansion of the public sector. The more relevant criterion 
! is to what extent can the public sector meet the need and whether, for the 
: same cost, other investments could not produce better results. The 
investment pattern should conform to the criterion of the most efficient 
use of resources. It is, therefore, essential to undertake painstaking research 
to work out valid formulae for evaluating the operations of public 
enterprises. 

t'".' ^ 

I Another point to be considered in respect of the operations of the 
public enterprises is the question of price policy. What prices should be 
; charged for the products of public enterprises? This would depend upon 
I j objectives of social policy. While in some cases, there may be justification 
; for selling products, without making profit, (e.g. the sale of fertilizers to 
t ^ agriculturists), it should be the principle of public enterprises that all costs, 
including depreciation, replacement, etc., must be properly appraised and 
the degree and nature of loss fully known and booked in the public 
: accounts. )As a matter of fact, there is justification for charging more than 
I the cost, silice the profits of public enterprises might well become — in fact, 

; are in socialist economies, as already pointed out— an important source of 
finance.' Often public enterprises are given consolidated subsidies in the 
1 form of lower prices of the materials which they buy. This again, whether 
L it is right or wrong, should be brought out clearly and not permitted to 
be used surreptitiously. It is necessary for the country to know at what 
cost public enterprises are functioning. Sometimes, there is a tendency 
for public enterprises to giveaway in the form of higher wages what can 
really go to the wider public either in terms of lower prices or greater 
economy in the use of public funds. 

The choice between public and private enterprise, or in other words 
the area demarcating the public sector from the private sector, is ultimately 
a matter of public policy* But in deciding upon it, the main issue to be 
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considered is wliat would' produce fhe best social results. There is always 
the danger' of public enterprises not working satisfactorily on. account of 
the rigidities and other disadvantages inherent in their operation. There ; 
is also, another ..major . factor in the determination of the. public sector. Since ; 
the, managers of ,piibl.icly operated enterprises do not bear, the risks, there 
is the danger of„in.efficiency and possibility of .waste. . Another set of pro b- ', 
lems which must be considered in. defining The area of the public sector i 
is the whole question of incentives to work. How far can people be ins- f 
pired to do the best work under no.n-monetary' incentives? This opens 
out what might possibly become one of the most profitable fields of I 
reseaixh ill ' the Indian economy. 

In' India unfortunately, there is too much of, a partisan attitude both 
for and against private enterprise. The fact that some entrepreneurs may ; 
not have do'.ne well is no reason why there should be a wholesale con- : 
damnation of the private sector. An illustration' of this unsocial way of | 
thinking is provided by the reported ‘expert" opposition to credit expan- 
sion at a meeting with the Finance Minister on the ground that it would 
benefit banks, which are at present privately owned and managed. Such 
a narrow approach in the public or in the private sector, is both unhelp- 
ful and self-defeating. It poses a conflict that does not really exist. It 
is a type of argument, which pressed to a rediictio ad absurdmn, would lead 
either to complete inactivity or absolute regimentation, fof all economic 
decisions have intended or unintended distributive consequences. Public 
decisions would be wholly frustrated if based on any whimsical reading 
of minor ciirrents of social change or the distributive process. 

Our eye must be focussed on the direction of the main broad current. 

Is the economy posed in the right dii*ection? Is it moving on as fast and 
as desirable a rate as is practicable under the circumstances? Viewed in 
the perspective of such a philosopliy, the present controversy of the sectors 
might lose miicli of its sharpness, and, in fact, may take on a creative aspect. | 

For the development of such an attitude, there must be a total 
abandonment of the doctrinaire approach with which we are getting plagu- 
ed. In social affairs, what works is good; what fails has to be forsaken. | 
In economic, as in political affairs, India has to evolve a non-partisan j 
approach. Each sector of the economy must determine the spheres in 
which it can deliver the goods and rapidly enough, for the country will : 

not wait and does not really care for the triumph of capitalisin or socialism. ! 

■ 

■ 'I 

Further, in respect of private enterprise, it may be said that the 
public attitude and hence the policy of Government (for this is a democratic 
country) will be largely determined by what Lord Keynes — by no means ' I 
a socialist-called die level of the stakes. If profits made by private li 
enterprise are genuinely competitive and broadly reasonable in the public | 
view, there is no reason why it cannot continue to fulfil its legitimate and I 
essential role. ■ 
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THE ROLE" OF PRIVATE SECTOR IN INDIAN ECONOMY^ 


By 

H. M. PATEL 

It is not often that a civil servant like myself has to stand before such 
a distinguished gathering of university teachers and students to speak on an 
important but controversial issue of public policy. Controversy, however, 
has so clouded the issues involved that it seemed to be desirable to take 
this opportunity you have offered to me to consider this matter afresh and 
as dispassionately as possible. In a way, I was also happy to be given an 
opportunity of getting away from, the day-to-day preoccupations of official 
life in order to have a closer and comprehensive look at some of the larger 
issues of economic policy in the country. ^ 

Things in India have moved at breakneck speed since Independence 
in the economic as in other spheres of life. The brief but disastrous experi- 
ment with decontrol in 1947, the reimposition of controls in 1948, the deva- 
luation of the rupee in 1949, the acute shortages of food grains and essen- 
tial raw materials in 1950 and 1951 at the time of the Korean boom, the 
formiilation of the First Plan in 1952, the preoccupations with deflation in 
1953, the virtual elimination of controls in 1954-55 and the adoption of the 
Second Plan in 1956— these and other events of great consequence have 
followed each other in quick succession and have been interspersed by the 
adoption of important legislation covering land reforms, company law, 
development and regulation of industries, labour relations and a host of 
other things. In the meanwhile, important pronouncements about econo- 
mic policy have been made by the adoption of the two Industrial Policy 
Resolutions — first in 1948 and then in 1956— as also by the adoption by 
Parliament of the socialist pattern of society as the objective of economic 
policy. 

It is not easy to see the sum-total of all these pronouncements and 
policies and measures; but it is important, nonetheless, to look at the 
totality of the measures adopted in the economic field, at the general pattern 
in which economic policy is being arranged, at the sense of direction which 
it is acquiring — and to assess whether it contains within itself the momentum 
to carry the Indian economy most speedily to progressively higher levels of 
ejfficiency and production. 

It is for this reason that I have chosen as my subject such a large topic 
as the role of the private sector in Indian economy. Perhaps it would 
have been better to define the subject as the role of private initiative and 
enterprise in the Indian economy — for, what is worthwhile and indispensable 
in a democratic society is the initiative and enterprise of individual citizens 
rather than the form of organisation, private or public, through which it is 
mobilized, ■ ,, 


* The Indian Journal of Public Administration, July-Sept. 1957, VoL III, No. 3. 



HOTES 


I It' would be agreed on all sides that private enterprise and initiative 
; have a valuable part to play in a democratic society; it would, I believe, 

I be equally well agreed that in a poor country which is striving to make up a 
I terrific leeway in economic progress against heavy odds there is need for State 
I initiative, State direction and State regulation in the general interest.^ But 
: can it be that in providing for the legitimate functions of the State in tlie 
i economic sphere we have gone too far and created conditions in which 
I private initiative and private enterprise cannot function effectively and in the 
I best interests of the society? This is a question which needs to be raised and 
I answered, not the least because it is one which has aroused a fair degree of 
I controversy both in India and among our friends and well-wishers abroad. 

I Controversies about the respective roles of the public and the private 
I sectors will, I fear, continue unabated for a very long time to come— at 
I least as long as human passions and preconceptions refuse to yield to the 
I verdict of facts. But, in speaking to a gathering of students and teachers, 

I I am emboldened to attempt an answer— or rather, to draw attention to a few 
I relevant facts and considerations in the hope that they would help you to 
make a judgment for yourself. 

II 

What then is the role of the private sectpr in Indian economy? Let 
us begin by taking a look at the part that the private sector is playing at 
present in the totality of economic activity in the country. Most of you must 
be familiar with the estimates of national income put out, from time to 
time, by the Central Statistical Organisation. These estimates bring out a 
remarkable fact, viz., that the share of the Government in the generation of 
the total national product in India is hardly of the order of 8 per cent of the 
total. As much as 92 per cent of the total incomes in the country are 
generated by the private sector. 

In terms of the total expenditure in the country, the share of the 
Government is slightly higher — of the order of 9 per cent in 1953-54 or, 
say, roughly 10 percent of the total now. All the expenditure of the Gov- 
ernment, including the expenditure of Government-owned enterprises, 
comes to a bare one-tenth of the total— the rest is accounted for by tlie pri- 
vate sector. 

Even by comparison with avowedly free enterprise countries, such as 
the United States of America, the share of the Government in total economic 
activity in India is among the lowest in the world. In the United States, 
for example, the total Government expenditure in 1955 amounted to some 76 
billion dollars out of a total gross national product of 387 billion dollars^ — 
or some 20 per cent of the total. In other countries such as the United 
Kingdom or France, the share of the State in total economic activity is even 
higher. 

The private sector in India thus clearly plays a much larger role 
relatively to the public sector than in most modern communities and it 
will be a long time before the role of the State in India approaches anywhere 
near the range and scope of its activities in most civilized communities. And 
this is hardly surprising when we recall that for generations under the British 
rule, the State confined its activities to the minimum requirements of law 
and order. Economic matters were left, by and large, to be governed by a 
policy of laissez-faire. But whatever the reason, it is, I think, important to 
I bear in mind the broad fact I have just mentioned in any judgment about 
I the proper balance between the private and the public sector in India. 

I There is another important fact which must also be borne in mind in 
I judging the role of the private sector in India, viz. that by far the largest 
I part of the private sector in India consists of small peasants and craftsmen, 
i of small traders and professionals. 

I Much of the controversy about the role of the private sector in India 
I centres round the role of the organised sector of manufacturing industries. 




Bet this sector— or wliat we might call the Private sector with a capital P — ' 
forms only a small part of the economy and it would be a mistake to assess 
the impact of our economic policy on private initiative and enterprise in ^ 
India with reference solely to organised industries which account only for i 
about 8 per cent of the total production or incomes in the country. is : 
only proper, therefore, to emphasise a fact which tends to be overlooked, i 
namely that a large part of the economic activity of the State- in India is i 
devoted to creation of conditions under which genuine enterprise" and ini- i 
tiative may develop among the large majority of citizens in this country — | 
among peasants and artisans of all kinds. 

For generations, life in Indian villages has stood still. There has been ; 
very little improvement in the productivity of land and of the simple handi- | 
crafts which provide but a miserable pittance to millions of our fellow-citi- 
zens. Unemployment, under-employment and landless labourers have 
grown from decade to decade and there has been hardly any improvemeiit 
in the standards of health and education in rural India. It is to the revitali- 
sation of rural India that the bulk of the energy and resources of the State in 
recent years have been bent— and I submit that the development of initiative : 
and enterprise among the bulk of our people would remain but a dream in i 
the absence of State initiative and guidance in a variety of ways. ! 

I do not wish to narrate to you all that the State is doing in the field | 
of health, education, irrigation, agricultural extension, rural credit and co- 
operation, protection of and encouragement to small-scale industries 
and so on. But it is important to stress the fact that for the large majority : 
of our citizens, the conditions essential to evoke in them a spirit of enter- 
prise and initiative are being created for the first time in many generations by : 
the active efforts of the State. I 

I 

In this effort, the co-operation of the people is being sought and en- | 
couraged at every stage as is evidenced by the faith we have put in that remark- I 
able movement for Community Development and National Extension. We ; 
are not preparing for any collectivist regime in our countryside but are en- j 
deavouring instead to build a class of independent peasants and craftsmen, j 
reasonably secure against the depredations of both man and nature, with a 
hope for the future and a faith in themselves and in their endeavours. This 
large fact should not be forgotten in making any overall assessment of eco- 
nomic policy in India in relation to the scope for private initiative and 
enterprise. 

I hasten to add that I refer to the policy in regard to agriculture and 
small-scale industries not by way of any apology for the policy in regard | 
to the organised private sector. My aim has only been to provide a proper 
perspective to this question of the role of the private sector in India. Nor 
is it my intention to suggest that policies in regard to the organised sector of 
industry and commerce are any the less important than policies in other fields. ’ 

III I 

It is, I think, generally agreed now that rapid industrialisation is vital 
to India, that in the years to come, the organised sector of industries must 
grow considerably, both absolutely and in relation to the rest of the economy. : 
It is, therefore, of the utmost importance that the policies we adopt in this 
field now in the early years, are such as to provide for the fastest rate of | 
industrialisation that the country can achieve. 

There are, I think, four different questions that we need to ask in order i 
to determine whether the present policy towards organised industries in : 
India is unduly restrictive of private initiative and enterprise or not: (1) Is : 
there genuine reason to apprehend arbitrary na^onalisation as far as organis- ; 
ed industries are concerned? (2) Is the scope for expansion of private ; 
industries unduly restricted? (3) Are there too many restrictions in the 
way of the day-to-day management of private industries? And finally, 


NOTES i (4) is the State doing: enough by way of positive assistaoee to encourage the 
i growth of private industry? 

I shall begin with the last of the questions I have just posed The 
I extent of Government support and assistance to organised private industry 
I is, I am afraid, not fully appreciated in the country. Nor is it appreciated 
j that so many of the so-called restraints on private industries are only devices 
I for ensuring a balanced pattern of assistance to different sectors of private 
■ I industry. 

I Take the question of industrial finance, for example. Apart from 
I setting up a large number of financial institutions such as the State Finance 
i Corporations, the Industrial Finance Corporation and the I.C.I.CJ. 

; (Industrial Credit and Investment Corporation of India) the State has not 
I hesitated to advance money in appropriate cases directly to private industrial 
I concerns as, for instance, to the Atul Chemical Products. The significance 
I of the financial assistance rendered by the State can be seen from the fact 
I that over the First Plan period, a sum of Rs. 44 crores was made available 
i by the State to private organised industries in different ways — a sum wdiich 
was, in fact, somewhat larger than the total amount realised by private indus- 
I try from the capital market through new issues. 

I The estimate of State assistance to organised industry I have just 
I quoted is of the Planning Commission. The Report of the World Bank 
I Mission which visited India last year puts the total of State assistance to 
1 private industry over the First Plan period at a somewhat larger figure of 
Rs. 55 crores. The Second Plan provides for an even larger sum of State 
assistance to private industry. And in the recent agreement signed with the 
United States for the purchase of surplus agricultural commodities we have 
explicitly provided that a part of the rupee proceeds of these purchases shall 
be utilised for assisting private industry. The sum to be so provided amounts 
to Rs. 26 crores. 

Apart from assisting private industry from its own resources, Govern- 
ment has also used its good offices in obtaining loans for it from the World 
Bank. All such loans are guaranteed by the Government. We have also 
agreed to be a member of the newly-created International Finance Corpora- 
tion which is an affiliate of the World Bank in the hope that this would facili- 
tate a larger flow of external finance to private industry. 

But perhaps the most substantial financial assistance given by the 
Government to private industry is in terms of a large number of tax-conces- 
sions which are given at present to industry for development purposes. 
Apart from the development rebate and the additional depreciation allow- 
ance and allowance for scientific research, all new manufacturing companies 
enjoy a tax holiday for five years, they being not subject to tax on profits 
up to six per cent of the capital employed. Dividends declared by such 
companies out of this exempted portion of income are also tax-free in the 
hands of shareholders, whether resident or non-resident. In several 
cases, dividends earned by a company on investments in other companies 
are tax-exempt. 

I wonder if the sizeable investment undertaken by private industry in 
recent years out of their own internal resources would have been possible 
without the generous tax-rebates and tax- exemptions granted by the Govern- 
ment and I venture to think that not a small part of the internal resources of 
companies consists of the tax saved as a result of the concessions allowed 
by the Government for development. 

Apart from financial assistance, private industry enjoys protection 
from foreign competition in many ways and enjoys the benefit of technical 
and other advice from Government financed institutions. Let us not forget 
I that protection to Indian industry implies some cost to the society at large 
^ in the short-run. And it is only natural that, in turn, society claims the right 
to demand that the protected units make as rapid a progress as possible. 

^ And this calls for a measure of careful planning by the Government. Very 
i often, new industries can come into existence and develop only if they are 
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allowed to import processed, or semi-processed components on a consider- I 
able scale; it becomes necessary,, therefore, for the State to insist that more i 
and more of the coiiiponeiits would be produced in India as time goes on. i 
Very often, it becomes necessary to limit the establishment of new units — in I 
the interest of the units already established behind the walls of protection so | 
that the latter may get, on, their feet quickly. . 

Some of the restraints, again, on one part of private industry have to | 
be imposed in the interest of some other sector of private industry. A ; 
large part of the scrutiny exercised in the matter of licensing new units | 
or additional capacity under the Industries (Development and Regulation) 
Act of 1951 is exercised in this spirit of safeguarding the interests of organised | 
industry as a whole against the wastefulness of unregulated competition. | 

I do not wish to suggest that assistance in the promotion of Indus- | 
tries is a one-way traffic— that all the assisting is done by the State to the 
private industry and that the latter has been a passive partner. Indeed, i 
private industry itself has played a valuable part in helping in the formula- | 
tion of the overall plan of industrial development and in the preparation of i 
blue-prints for some of the industrial enterprises in the public sector. Many ! 
of the distinguished industrialists in the country and many technical experts I 
associated with private industry have sat in committees and meetings and j 
have laboured hard in the formulation of industrial projects and policies i 
of concern, to both the public and the private sector. I 

When the Prime Minister says that there is no private sector and no s 
public sector but only one national sector, it is surely to this interchange of ! 
technical know-how and expertise among all sections of the people that he | 
is referring. And, despite all the red herrings that tend to be drawn across | 
the trail, in an attempt to prove some charge of so-called governmental : 
or private intransigence, I think we should not allow ourselves to forget that, I 
in a considerable measure, this spirit of working in harmony for the most | 
rapid development of industries in the country is already a reality. I 


Let me turn now to the other questions I raised some time back— ; 
first of all, whether there is any warrant for private industry in India to | 
feat arbitrary nationalisation, There can be little doubt that a man under | 
the sentence of death does not put forth the best of his ability or talent. But | 
I think it is clear that not only has no such sentence been pronounced but i 
also that the temptation to nationalise existing industries for the sake of 
nationalisation has been stoutly resisted in India. This is a matter in which 
assurances have been repeatedly given by the highest quarters and I can do 
no better than quote the Prime Minister: i 

“1 have no shadow of doubt that, if we say "lop off the private 
sector’ we cannot replace it adequately. We have not got the resources ; 
to replace it, and the result would be that our productive apparatus i 
will suffer. And why should we do it? I 

I don’t understand. We have our industries, there is a vast sector, ■ 
and we have to work it. Let the State go on building up its plants and i 
industries as far as its resources permit. Why should we fritter away ' 
our energy in pushing out somebody who is doing it in the private i 
sector? There is no reason except that the private sector might build ; 
up monopoly, might be building economic power to come in the way ; 
of our growth. I can understand "prevent that, control that, plan for 
that’ ; but when there is such a vast field to cover, it is foolish to take : 
charge of the whole field when you are totally incapable of using that : 
huge area yourself. Therefore, you must not only permit the private 
sector, but I say, encourage it in its own field.” 

I have no doubt that responsible sections of the private sector in India 
have no misgivings on this question of nationalisation. Government record , 
speaks for itself. The special reasons which led to the two important acts of I 
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NOTES'. 1 nationalisation — of t'he Imperial Bank and of Life Insurance — are, I think, 

I now better known and more fully' appreciated. The nationalisation of the 
'I Imperial Bank was prompted solely by the desire to fill a lacuna in the 
I structure of rural credit to enable the - State to undertake tasks which a 
I private commercial bank could not be expected to undertake. As the 
I Chairman of the new Life Insurance Corporation, I am perhaps not the best 
I witness in testifying to the soundness of the nationalisation of Life Insurance 
I in the country.' But I am confident that time will show thaj; the step was 
I necessary, in, the interest of the average man and the country, and that it has 
j not and would in no way hamper the adequate supply of insurance funds for 
I the growth of private industry. I think I ani also right in asserting that 
j much of the misgivings about the Constitutional amendment which we 
adopted in 1955 has also disappeared by now. In effect, this amendment 
; removed questions of compensation for nationalisation from the jurisdiction 
i of the courts. The principle of recognising the Parliament as the supreme 
authority in determining compensation is an established one in most coun- 
tries including the United Kingdom, and in accepting the same principle 
for India we did little more than prevent excessive litigation in courts in 
support of dubious claims contrary to the wishes of the electorate. Any 
misgivings that the Constitutional amendment might be used as an instrument 
of confiscation have been set firmly at rest by the compensation actually 
provided for in the case of the Imperial Bank and the Life Insurance compa- 
nies. 

So much for the future of private industrial units already in existence 
What about the scope for future expansion of private industry? A few 
industrial undertakings were completed by the State in the First Plan period, 
notably the Sindri Fertilizer Factory and the Chittaranjan Locomotive 
Works. Some of the industrial enterprises owned and operated by the old 
I princely States were also inherited by the present Government of India. 

I But, by and large, the State had not entered the industrial field to any signi- 
I ficant extent till recently. 

I In the Second Plan period, however, the State proposes to invest some 
I Rs. 600-700 crores in large-scale industries and has definitely taken upon 
I itself the direct responsibility for setting up a number of industrial enter- 
! prises. There has thus been a clear shift in emphasis in favour of a more 
I active participation by the State in industrial development. 

I But to say that the State has set out to participate more actively in 
I industrial development is not the same thing as saying that the private 
i sector is being circumscribed — ^mucli less unduly circumscribed — in the matter 
j of industrial development. The Second Five Year Plan provides for a 
I much larger investment by private organised industry also—some Rs. 600 to 
; 700 crores of new investment against some Rs. 250 crores in the First Plan 
i period. 

The substantially larger participation of the State in industrial 
development is only a reflection of the fact that we have now set our sights 
; rather high in the matter of industrial development and that we have given 
high priority to the development of basic capital-goods industries. These 
; basic industries require large amounts of capital and entail a high degree 
: of risk and it is doubtful if their development on the scale required could 
! have even been attempted without the active participation of the State. 

I I am, for the moment, ignoring the important and vital consideration 
I of the speed with which it is essential that these basic industries should be 
developed, for it is quite obvious that private enterprise could not even have 
( attempted to undertake all the development in this sector that is projected 
I diiring the Second Plan period. In almost all cases, the establishment of 
I heavy industries — steel plants, electrical equipment and so on — ^I'equires the 
I technical co-operation and financial assistance of foreign investors and 
I foreign, governments.. 
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^ It is again doubtful if arrangements for foreign assistance and co- I 
operation on an extensive scale — and for long-term projects with a consider- ; 
able element of risk— -could have been made by private' entrepreneurs alone, ; 
acting on their own initiative and on the, basis of their own goodwill. " I 

I have already indicated earlier that the Government has used its good 
offices for obtaining external finance for private industry. In the Second ; 
Plan also, and even in the field of basic industry such as steel, the private 
sector is being encouraged and assisted in implementing schemes of subs- 
tantial expansion. When all these things are taken into account, it is difficult 
to see the justification for contending that the expansion of private industry | 
has been or will be held back artificially in the Second Five Year Plan. Indeed, I 
the early development of these basic industries is already resulting in the | 
development of a number of ancillary industries by private enterprise, which | 
would otherwise have not been possible. 

V ' ■ ’ 

In a sense, I think, we also get a somewhat wrong picture of the reia- ; 
tive roles of the public and the private sectors in industrial development in the ; 
Second Plan by looking merely at the relative figures of proposed invest- ; 
ment. The public sector has chosen for itself deliberately the difficult field 
of heavy industries— industries where investment is large in relation to out- 
put. The investment of the private sector, on the other hand, will be spread j 
over the whole range of industries with the result that, with roughly 
the same total investment, the private sector would account for a much larger I 
share of the additional output. I doubt if the output of all the industrial ’ 
enterprises in the public sector at the end of the Second Plan will reach even | 
10 per cent of the total output of organised industries in the country. This | 
rough order of magnitude must be borne in mind when we consider the rela- i 
tive ability of the two sectors to shoulder effectively the responsibilities they I 
have assumed. 

If we look beyond the Second Five Year Plan, the broad outline of the i 
role of the public and private sectors in industrial development are defined | 
in the Industrial Policy Resolution of 1956. This Resolution clearly reiterates | 
the intention of the Government to play a rnore active part in industrial | 
development, particularly in the sector of basic and heavy industries. But I 
at the same time the 1956 Resolution provides for a great deal of flexibility | 
in the application of the broad principles laid down therein. | 

Only four industries or public utilities are specified as exclusively within | ‘ 
the j urisdiction of the Central Government, that is railways and air transport, | 
arms and ammunition and atomic energy. I do not think anyone would I 
seriously quarrel with this stipulation. The remaining thirteen industries | 
in the first group, which includes iron and steel, mineral oil, coal, shipbuilding | 
etc. are defined as industries where all new units are to be established by the ; 
State. i 

But even in this field, the expansion of existing units is not ruled out; ; 
nor is the co-operation and participation of the private sector to be shunned ^ 
when it is in national interest. That this flexibility is intended to be a real ; 
thing is clear from the recent agreement with the Assam Oil Company and ; 
from the sizeable expansion plans of the two private steel plants in the I 
-country.. :'j 

The Industrial Policy Resolution also defines a second group of twelve ; 
industrial industries including aluminium, fertilizers, synthetic rubber etc., ' 
in which the State will increasingly establish new undertakings. But this 
field will also be open to the private sector as indeed the vast field outside the i 
two groups of industries listed in the Resolution. The Resolution states | 
explicitly that the division of industries into separate categories does not | 
imply that they are being placed in water-tight compartments. It is recog- 
nised that there will not only be an area of overlapping but also a great deal 
of dovetailing between industries in the two sectors. 
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motes I It is, of course,, possible to argue that as long as there is any field 
ill which the right to establish new units is reserved, by and large, by the 

' State, there is a corresponding' infringement of the freedom of the private 

sector to develop. I can only say that this is a view which is clearly un- 
acceptable to the Government as well as to the. large majority of the people. 
There is no need to deny that there are wider considerations of ^national 
interest which require that the ownership and control of a few* specified 
industries must rest, by and large, with the public sector. 

If you examine the seventeen industries listed in Schedule. A in the 
Resolution, you will find that they are all carefully chosen and that there are 
I good reasons why the future development of these industries should be in the 
i public sector to the extent possible. I have already referred to air transport, 
railways, arms and ammunition and atomic energy where the reasons for ' 
a State monopoly are obvious enough. Several others such as the generation 
and distribution of electricity, telephones, aircraft, shipbuilding and mine- 
rals required for Atomic energy are also of a non-controversial nature inas- 
much as they are already largely in the public sector or are providing exclu- 
sively for the requirements of the public sector. That leaves broadly two 
j other fields which are reserved largely for the public sector, viz., the develop- 
i ment and exploitation of the country’s mineral wealth on the one hand and 
I the development of iron and steel and the heavy machine-building industries 
i on the other. - ' 

I India is not so very rich in mineral wealth in relation to her require- 
I ments and there is, therefore, urgent need for ensuring that the exploitation 
I of natural wealth is not guided by short-term considerations of private profit 
I alone. The treasures of the earth have also been a great bone of contention 
among nations especially when their exploitation is left solely to rival inter- - 
national cartels. As for iron and steel and the heavy machine-building 
industries, I have already indicated the reasons why for many years to come 
the resources required for their development could in any case come largely 
only from the public sector. It is, of course, possible to hold a different 
view in specified cases; but, by and large, the division of responsibility 
defined in the Industrial Policy Resolution stands to reason and, in any case, 
it leaves sufficient room for flexibility to accommodate individual cases. 

% 

VI 

I have not yet dealt with one aspect of my subject this evening. What 
about the various measures of regulation adopted by the Government? 
Do they not constitute a consideraWe interference in the day-to-day affairs 
of private industry? This is a rather large subject inasmuch as one has to 
consider a great many items of recent legislation from a number of stand- 
i points in order to answer the question satisfactorily. 

I I will only make one rather obvious but often overlooked point that a 

■ country which wishes to improve its standard of living quickly and which 
; has unquestionably limited resources of men, money and material, must 
I necessarily ensure that no avoidable waste takes place in the utilisation 
: of these resources: and if there is one thing about which there is no doubt at 

■ all it is that unrestricted competition, or laissez-faire in full, is the most 
i wasteful of all forms of economic organisation. You have in it invariably 
i first to incur a lot of expenditure which becomes infructuous as the forces 
1 of competition lead to the elimination of the less competent or the less effi- 
; cient firms. 

j This trial and error method of economic development is not only the 
negation of all planning, but is one which it would be suicidal for a country 
: like ours, which has fallen behind-hand in the economic race, to afford. 
That is why, even the private enterprise is not only prepared for but accepts 
! the need for a measure of planning and regulation; but it has a tendency to 
; stop short in its acceptance of regulation at a point where at the least it be- 
I comes arguable that the general interest is not fully safeguarded without 
j further regulation. 


But 1 tliiok I am riglit Jn saying that a large part of the regulatory 
measures^adoptec! by the :Gove,mment are not, only acceptable to .most biisi- ■ 
nessiin,en in' the coiiiitry but are also recognised by them as being in their ' 
own general , interest p' well as in the interest of the country. I venture to ; 
think' that: the Industries, (Development and Regulation) Act, the control over : 
capital issues and over exports and imports as well as the selective control I 
exercised by the Reserve Bank over bank credit, are all examples of govern- I 
■men! regiilation which have, by and large, a wide measure of support from ^ 
pri vale industry itself. The air of controversy seems to surround only two 
measures in the main— the new company law and the taxation of companies. 

The new company law undoubtedly gives a large number of discretion- : 
ary powers to the Government. But it has been repeatedly made clear that s 
these powers will be used most carefully and consistent with the important 
role assigned , to ' the private sector. . - 

It has, I think, been a common experience in India in recerit years to 
find that the spate of criticism which accompanies almost every new measure I 
subsides as time goes on and as it becomes apparent that the fears expressed 
earlier are belied in the actual administration of the measure. The com- 
pany law seeks to perform the legitimate function of safeguarding the rights j 
of shareholders, or preventing excessive concentration of powers and of 
strengthening the confidence of the people in the corporate sector by reduc- 
ing the danger of mismanagement and fraud. 

4 Let us not forget that the industrial development of India hitherto 
has been on the basis of a great deal of cohcentration of power in the hands 
of a few people not all of whom command a great deal of respect | 
from the people. In these circumstances, the powers acquired under the new | 
company law can serve to create a new confidence in the corporate sector at ; 
large, it must be admitted, of course, that some of the provisions might 
prove to be unhelpful or impracticable in their application, and these, 
no doubt, will be suitably amended when the law comes to be reviewed. 
But on the whole, I have little doubt that in course of time, this piece of 
legislation will also come to be regarded as a help rather than a hindrance to 
tb growth of private industry. i 

The question of taxation of companies, I am afraid, is a very tricky 
one. I suppose none of us would like to be taxed really, and it is quite 
a hopeless task to try and persuade anyone that he is not overtaxed. I have 
already referred to the large variety of tax concessions that have been granted 
to private industry for development and I do not wish to enter here into 
the merits and demerits of various tax measures such as the capital gains 
tax or of the new provision for compulsory deposit of a part of the reserves 
of companies. The question I wish to raise is a more general one: Can it i 
be argued that taking the overall impact of Governmenf s fiscal policy into 
account, the State is appropriating too large a share of the available savings ; 
for itself, leaving too little for the private sector? We may argue a great 
deal about the rights and wrongs of a particular tax, and certainly, there is 
scope for devising more rational system of taxation. But the more impor- 
tant question is that of the share of the State in the total savings of the com- 
munity and the extent to which it uses the powers to tax to raise this share. 

Here again, the real situation is one which should be disheartening to 
the public rather than the private sector. The share of taxation in national 
income in India is among the lowest in the world — some 7 to 8 per cent of 
national income as against 20 to 30 per cent of national income in many 
countries. The public sector in India has hardly any savings it can call , 
its own — the revenue of the Government is just about enough for financing ' 
the current outlay of the State so that little or no savings are left for financing 
the investment in the public sector. For financing its investment, the public 
sector has to rely largely on borrowing from the people — sl task in which it 
has to compete in the open market with other claimants for the savings of the ‘ 
people. Admittedly, the Government has recourse to deficit-financing to 
some extent; but here again, it should not be forgotten that the instrument 
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NOTES : of deficit-financing is available to the private sector also and is in fact being 
: utilised by the private sector to a ' considerable extent. ' I am 'referring^ of 
; coarse, tO' the creation " of money implicit in the extension of bank credit to 
; the private sector. 

All in all, the public sector in India has hardly any special advantage 
I created for itself vis-a-vis the private industrial sector in the apportionment 
i of the . savings of the people. When we judge whether the burden of taxa- 
: tion on, industry is too high and whether the State is starving private indus- 
; tiy'of funds in order to push ahead with its own development plans, this 
overall fact should not be lost sight of. 

; ... ,¥H ^ 

I am afraid, I have taken you on a rather long and tedious excursion 
into the vast sphere of economic policy in relation to the private sector. 
My purpose in doing so has not been to assert that everything is well with 
economic policy in the country. Nor do I wish to suggest that in many 
individual or specific cases the private sector may not have a legitimate 
! grievance of undue red tape and bureaucratic interference. I do feel, how- 
ever, that a great many discussions of the role assigned to the private sector 
in India tend to neglect various important aspects of the problem and to 
hang a multitude of sins on one or two rather minior points. 

I think it is important, in this crucial period of our national develop- 
ment that, we should avoid unfair arguments, misstatements and exaggera- 
tion in all controversies. Nothing is likely to corrode the nation’s sense of 
I solidarity more than a vociferous and acrimonious debate about the private 
' sector and the public sector. 

We have set before ourselves the ideal of a peaceful approach to all 
problems — the ideal of economic progress without the cacophony of class 
warfare and mass hysteria. But the echoes of class warfare would not be far 
if we allow ourselves to drift into a bitter debate among the exponents of the 
private sector and the advocates of the public sector. There is room enough 
for both and the broad outlines of policy we have adopted give ample 
scope for each to live and prosper in mutual harmony. It is in the preserva- 
tion of this harmony— -in the inculcation of the spirit that there is no private 
sector and no public sector but only one national sector — that the hope for 
I most rapid industrialisation and prosperous India lies. And where there is 
[ harmony, there is always room for adjustments and acccmmodatbn in 
^ mutual interest. 
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THE MANAGEMENT OF PUBLIC ENTERPRISES^^^ 

A Study of Some Aspects in the Context of the 
^Socialistic Pattern'' 


IQBAL NARAIN I 

India has been slowly but steadily moving ahead on the road to 
“Socialistic pattern” which means more and more of public enterprises. 
In the year of freedom a resolution adopted by the A.LC.C. on the 17th 
November emphasized that “our aim should be to evolve... an economic 
structure which will yield maximum production without the creation of 
private monopolies and concentration of wealth... Such a social structure 
can provide an alternative to the acquisitive economy of private capitalism | 
and the regimentation of a totalitarian state.” Again, in 1948 the Congress ! 
advocated a drift towards the public sector in the following terms: | 

1. “New undertakings in defence, key and public utility industries | 
should be started under public ownership. New undertakings 
which are in the nature of monopolies or in view of their scale of 
operations serve the country as a whole or cover more than one 
pi'ovince should be run on the basis of public ownership”... 

2. “In respect of existing undertakings, the process of transfer from 
private to public ownership should commence after a period of 
five years”, 

3. “To secure efficient development and conduct of public-owned 
industries, suitable administrative agencies should be set up...” 

In April 1948, a clear statement of industrial policy was laid before the 
“Dominion Assembly’ which indicated India’s bent towards the socialistic 
pattern and which committed her to a number of public enterprises: 

“The Central Government decided that the manufacture of arms 
and ammunition, the production and control of atomic energy and 
the ownership and management of railway transport should be its 
exclusive monopoly. Further, in any emergency, the Government | 
would always have power to take over any industry vital for national 
defence. In the case of the following industries the state... would be 
exclusively responsible for the establishment of new undertakings; 
(1) coal... (2) iron and steel, (3) aircraft manufacture, (4) ship 
building, (5) manufacture of telephone, telegraph and wireless appara- 
tus, excluding radio receiving sets, (6) mineral oils. 

While the inherent right of the state to acquire any existing : 
industrial undertaking will always remain, and will be exercised 
whenever the public interest requires it, Government have decided i 
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to kt existing undertakings, in these fields develop for a period of I 

ten years, during which they will be allowed all facilities for efficient 
working and reasonable expansion.’* 

The statement accepted ‘mixed economy’ as a suitable basis for the indus- 
trial development of the country, though it equally emphasized the state 
regulation of the private sector of industry as of basic importance to planned 
development. ' 

This policy was accorded legal sanction by the Industries (Develop- j 

ment and Regulation) Act in 1951. “The industrial policy of the Govern- | 

ment of India pronounced last year had been endorsed by the House”, | 

I observed Dr. Mukherjee, the Minister for Industries, on April 6, 1949, | 

i “and the Bill was only seeking to implement that policy by giving certain j 

I powers to Government which would make it possible to discharge their * 

I obligations.” The policy was also endorsed by the Planning Commission 
in its final report. 

New strides in the direction of the socialistic pattern followed soon f 

after. At the Ajmer session of the A.I.C.C. it was laid down that “the 
objective of the Congress is the establishment of a co-operative common- 
wealth and a welfare state.” At the same session it was also emphasized 
that “the country already has a powerful state-owned public sector in 
industry. This should be enlarged by the addition of other basic and new 
I industries, wherever possible,” And at long last India committed herself 
to the socialistic pattern, when Sri Nehru moved and carried the following 
resolution at Avadi session: 

“In order to realise the object of the All-India National Congress, 
namely, the well-being and advancement of the people of India and the 
establishment in India, by peaceful and the legitimate means, of a 
co-operative commonwealth, based on equality of opportunity and 
of political, economic and social rights and aiming at world peace and 
fellowship and to further the objectives stated in the Preamble and 
Directive Principles of State Policy of the Constitution of India, 
planning should take place with a view to the establishment of a 
socialistic pattern of society, where {a) the principal means of produc- 
tion are under social ownership or control...”. 

The Resolution not only committed India to the growth of the public sector 
but also advocated state regulation of the private sector which was to play 
a constructive role within the pattern of the plan. For the Avadi Resolution 
on economic policy stressed that the state will 

“...(h) have overall control of resources, social purposes and trends 
and essential balances in economy ; 

{iii) check and prevent evils of anarchic industrial development 
by the maintenance of strategic controls, prevention of private 
trusts and cartels, maintenance of standards of labour and 
production;” 

j The basic idea of the Avadi Resolution has been well incorporated 
j into the Second Five Year Plan which refers to it in these words: 
i “These values or basic objectives have recently been summed 

j up in the phrase ‘socialist pattern of society*. Essentially, this means 
that the basic criterion for determining the lines of advance is not 
private profit but social gain. . . . The problem is to create a milieu 
in which the small man who has so far had little opportunity of per- 
ceiving and participating in the immense possibilities of growth 
through organized effort is enabled to put in his best in the interests 
I of higher standard of life for himself and increased prosperity for the 
; country... . ■ 

For creating these conditions, the state has to take on heavy respon- 
sibilities as the principal agency speaking for and acting on behalf of 
the community as a whole. The public sector has to expand rapidly...” 
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Thus India has been set on the road to more and more public enter- i 
prises. !. 

II ■ i 

Though the new approach of public ownership is ‘‘argued in terms | 
of public ^accountabilit}/^ of planning against unemployment of morel 
opportunities for promotion by ability, of the extension of industrial demo- i 
cracy, and of general desirability of replacing motive of private profit by ; 
those of ‘responsibility’ and serve to the community,” the public enterprises I 
would riot ring in the millennium by themselves, unless they are properly ! 
managed. The management of public enterprises is the key to their success- 
ful operation much in the same way as the proper control of the rudder is 
necessary to guide a ship in a definite direction. It is a difficult task and 
involves many risks. This is so because of several reasons. Firstly, the 
profit motive which accounts for keen supervision and control and good 
management in private industries is lacking in public enterprises. Secondly, 
the managers of the public enterprises in their enthusiasm to work as model 
employers might display utter disregard for the economic implications 
of the terms they offer; this would develop a tendency to be less resistant 
to the demands of the labour and thus inflate the wage, cost and price 
structure. Thirdly, public enterprises admit of no stimulus of competition 
and thus a complacency as to the quality of goods might develop. Fourth- 
ly, there is also the danger of excessive bureaucratic centralism, inflexibility, 
delay and insensitivity to consumer interests or the well-being and legitimate 
demands of labour under the impulse of uniformity, and strict adherence 
to rules and regulations. Lastly, there is a particular difficulty that India 
has to face like other under-developed countries and it is that the state 
has to start on a clean slate, having little by way of business skill and expe- 
rience of a developed private enterprise to draw upon. For all these 
reasons the problem of management is of basic importance in regard to the 
conduct of public enterprises. 

III 

A discussion of the problem of the management of public enterprises 
should begin with certain a priori considerations. In what does the good- 
ness of the management of a public enterprise consist in the specific context 
of a socialistic pattern? The problem of good .management here is not | 
a p yblem of mere efficiency or maximum profits. The socialistic ideal I 
aims“^at the elimihaffM of class conflicts and securing for everybody his due. 

In its perfect form it should admit of no exploitation by the producers 
of the consumers and the labourers. In fact this is the paramount justi- 
fication for a public enterprise. Due stress should, therefore, be laid on the 
satisfaction of consumers and the good of the labourers in determining 
the proper contours of management. Further, socialism also emphasizes 
democratic conditioning of affairs which means maximum of popular control 
and public accountability. Thus good management of public enterpri^!;1 * 
according to the socialistic ideal, should consist in popular control of policy Vi 
on the planning side, responsibility and accountability on the managerial | 
side, and autonomy, efficiency, economy and above all consumer’s satis- I 
faction and labourers’ welFbeing on the operational side. The ideal is I 
the end arid one has to approach the problem of management with a view to 
fulfilling this end. Of course, all the aspects of the problem cannot be dealt I 
with here. A modest attempt has, however, been made to deal with four j 
questions in this regard: {a) What form of management would be more j 
suited to the foregoing ideal? {b) Should there be a centralised or decen- | 
tralised pattern? (c) How should the consumers be associated and their | 
interest best represented? and {d) How should labour be given its due? 

IV 

Let us begin with the question: What form of management would 
best suit the interests of a public enterprise? This takes us to a discussion 
of the more important and popular forms of management: 


NOTES 1(1) The Departmental Pattern : 

Enterprises under this system are owned and managed as government 
i departments in the form of a separate unit under a. Board of Control or as 
i part of a bigger congregation. The outstanding feature of this_ system is 
full governmental control and responsibility. The policy and finance of 
j the state enterprises are subject to sanction and control of the people’s 
i representatives sitting in the legislature. They are subject to accounting 
I and audit controls applicable to other government departments. They are 
I in charge of civil service men. Under this pattern thus 'The^ government 
I department is a strictly hierarchical institution at whose head is a minister 
answerable to Cabinet and to Parliament for its activities. The administra- 
I tion of the department is naturally largely in the hands of its senior civil 
I servants and financial control rests with the Treasury.” 

I 

I The system is already in vogue in India. Railways, post and tele- 
I graphs, defence industries, state trading in food, the Hirakud and Bhakra- 
I Nangal multi-purpose projects, Chittaranjan Locomotive Works, etc,, are 
I thus managed. 

The departmental pattern on the whole stands discredited today. 
Firstly, it is contended that by its very constitution, it is likely to be inefficient. 
Owing to Government’s full responsibility for such enterprises, there is 
strict parliamentary control and searching criticism on the floor of the 
legislature. As observed by Herbert Morrison, “Undue interference by the 
Minister would tend to impair the board’s commercial freedom of action.” 
Secondly, the pattern would convert industrial democracy into a stronghold 
of bureaucracy. And bureaucracy is incapable of handling industrial enter- 
prises by temper, training and experience. It is characterized by red-tapism, 
jobbery, corruption and too much influence of political bosses. The 
bureaucratic set-up is rather too rigid and this militates against the flexi- 
bility which is of basic importance for the conduct of a business concern. 
Long procedures and consequently long delays stand in the way of swift 
action which is nowhere so important as in a business concern. The bureau- 
crats’ over-emphasis on caution, conservative temper, and Through the 
channel mentality’ do not leave even elbow room for refreshingly bold 
approaches, adventure and risk. Again, the civil servant as a rule ignores 
with contempt the needs and aspirations of the people. It is no wonder if 
I the Seminar on the Organization and Administration of Public Enterprises 
I in the Industrial Field held in Rangoon under the auspices of ECAFE 
I found the departmental pattern replete with “red tape, inadequate service 
I and insensitivity to consumer’s good.” Thirdly, departmentally managed 
I industries are also exposed to the danger of reckless adventure to which a 
I party in power may resort, particularly when its position is at stake. Power 
I in the industrial sphere may be used as a bait to win political battles. Fourthly, 

I it is also feared that rhythmic viccisitude of political life might affect 
I the continuity of interest and disturb the effective handling of the industrial 
enterprise which should, therefore, be kept at a respectable distance from 
the whirlwinds and storms of active politics as far as possible. It was for 
this reason that Barbara Wootbn lamented, “If the existence of political 
; parties does mean the right to change our mind about every thing every 
six months, then I am afraid it is incompatible with long-term planning.” 

! All in all thus the case against the departmental pattern is very strong; 
j yet it can be profitably employed in certain specific cases. For example, 

I concerns where secrecy is a virtue or which are basic to security, peace 
I and order have to be organised on the departmental pattern, c.g., defence 
i industries, post and telegraphs, and so on. Similarly, the management 
of such industrial concerns as involve abundance of governmental dis- 
cretion should be conducted on the departmental pattern. State trading in 
; food stuffs is an illustration in point Again, industrial projects, which are 
I just in their infancy— more in their embroynic stage of planning than of ripe 
I execution to admit of autonomous management— may be departmentally 
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operated in the interest of healthy np-bringing and ■planned growth. ■ ' NOTES 

River valley projects may be cited as an example. The departmental pattern 

should, however, not be adopted indiscriminately and generally. It is well 

for the Government of India to follow A.D. Gorwala’s advice that depart- : 

mental management should just be rare rather than the genera! rule and i 

the cases where it is inevitable must be defined, isolated and kept down to the 

minimum. • ■ , ■ ; 

(2) , 'The Operating-Contract System : 

This system involves state ownership and private operation or manage- I 
ment with the willing acquiescence of the state itself Under this system ! 
the state enters into a contract with an established private company for 
the erection of the plant, provision of technical advice and/or the operation 
of a public enterprise, itself agreeing to reimburse the contractor for the 
costs. Such arrangements are usually of a temporary nature and are 
generally hedged in with certain conditions, such as participation in the risk 
capital, terms terminable after a definite period, reasonably fixed terms for 
training of personnel and rewards for management and so on, so that the 
state may be left free to assume its charge finally, when it feels it has equipped 
itself for the job. A justifiable occasion for the adoption of this system arises ; 
only when there is shortage of technical and business skill and experience 
at the disposal of the state to manage it by itself. And this explains why 
it is at times resorted to by under-developed countries. 

India too adopted this system in certain cases, e.g., the Hindustan 
Housing Factory (from April 1953 to August 1955), the Hindustan Steel 
Company at Roiirkela, the Eastern Shipping Corporation and the Hindus- 
tan Shipyard Ltd. 

Though the system makes available skilled and experienced hands, 
yet it is at best a transitional arrangement of limited use. Battles are not 
fought and won with the help of mercenary soldiers. The managers under ; 
the system have little personal interest which might serve as an economic 
incentive to ensure that the contractors would operate the enterprise with 
maximum efficiency and ecoifomy. Again, if this pattern is adopted 
permanently or generally, it would defeat the very purpose of a state enter- 
prise which is state management and would mean a confession on the part 
of the state of its inability to cope with the burden of state enterprise. 

(3) The Co-operative Type : 

This system is a half-way house arrangement between capitalisni and ; 
state socialism. It postulates co-operation between private sector and 
public sector both in ownership and management. As regards ownership, i 
usually a majority of shares are owned by the Government and the balance 
is left to be subscribed by the private sector. As far as the management 
is concerned, it is usually in the hands of the private sector under the strict ■ 
and direct control of the Government. The Government can reserve to 
itself the right to appoint the managing director, approve policies, etc. 

As the dominating share-holder, it can insist upon securing first hand 
knowledge of the way industry is conducted, of its plans for development 
and of its financial policies, suggesting improvements, stimulating new 
industries, and so on. I 

This system too has been adopted in India, though sparingly; for j 
example, in the Indian Telephone Industries, Ltd., there exists, a partner- i 
ship between the Government of India, Mysore Government and tlie Auto- 
matic Telephone and Electric Co. Ltd. was entered into in 1950. Again, 
there was, from April 1953 till August 1955, a partnership between the 
Government of India and an Indo-Swedish Firm in the Hindustan Housing 
Factory Ltd., on the basis of 50 per cent shares each; in the Hindustan , 

Machine Tools Ltd., 85 per cent and 15 per cent shares were held respectively ^ 
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by the Government and M/s Oerlikons, till the Central Government took 
over the entire subscribed share capital. Similarly, the Government of India 
; and the Scindias combined in 1952 with 66 2/3 per cent and 33J per cent 
shares respectively in the Hindustan Shipyard Ltd., and with 74 per cent and 
I 26 per cent shares in Eastern Shipping Corporation, in 1950. 

The system has the advantage of easing the capital difficulties of 
the state. It also secures state control without exclusive state socialism. 

: “The fact that the government-nominated chairman has to render an 
account both to the Government, which is the principal shareholder, and to 
the ordinary shareholders often comples him to be commercially honest 
and reasonably efficient in the administration of the enterprise over which 
i he presides.” Further, the system while emphasizing the role of the public 
sector, also establishes links and co-operation with the private sector. 
Besides, the enterprise is managed on commercial lines. It is operated, 
financed and audited as a private limited company. And thus the system 
enjoys greater initiative, flexibility and singleness of action. ■ 

Yet the system only seeks the union of the irreconcilables. The 
private and public interests are competitive in essence and it is basically 
wrong to blend them together and expect whole-hearted co-operation and 
i harmonious working. Again, the enterprises thus managed “become abso- 
i lutely impervious to public control and public criticism and were as if king- 
doms within kingdoms.” Moreover, “such industrial undertakings whittle 
I away parliamentary control over public money.” It is no wonder thus if 
\ the ECAFE seminar looked upon this system as one presenting “vague and 
! extremely difficult forms of organization and control.” 

i 

I (4) Autonomous Management Pattern: 

I Under this system a separate agency is created by a specific or under a 
I general law of Parliament to conduct a public enterprise in its own name more 
I or less on the lines of a business enterprise. They are autonomous institu- 
I tions for all practical purposes. They manage their own accounts and are 
financed either from government loans or grants or they can also raise loans 
from public. Again, they are free to use and/euse their revenue. They are, 
however, expected to follow the directions of the Ministers concerned on a 
few specified matters and to be under the general supervision of Parlia- 
ment of the country, so that they might not lose sight of the social purpose 
associated with a public enterprise. For example, the Ministers usually 
I enjoy powers to appoint the members to the governing board and Parlia- 
I ment may scrutinize the report on the working of autonomous bodies. Auto- 
I nomous management may assume either the form of a public corporation 
I or a state-owned joint stock company. 

I A public corporation is a corporate body which can sue and be sued, 
i created under a specific act of Parliament with specific statutory powers 
. and obligations and usually subject to taxation in the normal way. Certain 
I characteristics distinguish a corporation. Firstly, the corporation owes 
, its existence to a special act of Parliament and hence is rigid in structure. 

: Amendments can be introduced into its constitution by amending the specific 
law. It does not mean that it is not subject to the ordinary civil or criminal 
laws of the land. Secondly, a corporation has to stick to the end and purpose 
prescribed by the specific law that gave birth to it. Thirdly, its personnel 
do not form part of the civil service. Fourthly, it has a self-contained 
finance, separate from the national budget, though it is still subject to a cer- 
tain amount of Treasury control. Lastly, the corporation in a way admits 
of double government. A distinction is made between determination of 
policy and general management, the former being subject to ministerial and 
treasury control, while the latter is under the corporation. “The Public 
Gorporation is essential when the undertaking is discharging what is in effect 
an extension of the functions of the Government, e.g,, irrigation and hydro- 
electric projects, dissemination of information as in broadcasting or any 



form of transport/’ Two significant examples of this form in India are : ' 
the earliest, Damodar Valley Corporation set up in 1949, and the latest, I 
the Life Insurance Corporation established in 1956. As far as the state- i 
owned joint stock companies are concerned, they do not need a special act ! 
for their creation. By registration under the Companies Act, a state-owned- ! 
joint stock company is' born as a separate legal person. Its formation thus 1 
is easy. Normally state is the exclusive shareholder. Joint ownership | 
is also: -permissible. Enterprises which are purely of a commercial character j 
are preferred for this model. We have many examples of this pattern in 
India, and the Sindri Fertilizers and Chemicals Ltd., is the most well-known 
among them. I 

Many advantages are claimed for the autonomous form of manage- j 
ment. Firstly, this pattern makes the management of public enterprises j 
possible on the lines of a private enterprise which is the key to their success- I 
ful operation. Secondly, the system provides for a healthy combination | 
of autonomy with accountability. Autonomy is the vital principle. There 
are no vexations of bureaucracy, no parliamentary pin pricks, no harassing 
forms of financial control. Autonomy makes the system flexible. Economic 
life is essentially dynamic ; it is full of changes which are both vital and 
rapid. The success of a commercial enterprise depends on quickly respond- | 
ing and adapting itself to this cycle of changes. This is possible only | 
when the form of industrial organisation is devoid of red-tapism with i 
its characteristic slowness of decision and action, or conversely speaking, i 
it is autonomous enough to afford flexibility and easy adjustment. And | 
this is what the autonomous pattern exactly aims at. Again, accountability 
and control is equally important. “Out of the adequate considerations to 
national interest and the needs of national planning, we must have some 
means of public accountability and control — control is a continuous process 
of checking or encouraging... to be effective, it requires more information 
and a greater intimacy with the organisation concerned than is essential 
for accountability.” Further, as held by the General Council of the T.U.C. 
in their Interim Report on Post-War Reconstruction, it is also necessary 
“to provide for the ultimate responsibility of the managements of socialized 
industries to a Minister in order to ensure the proper co-ordination of their 
policies and that the industries are conducted in full accordance with the j 
Government’s general plans of the maintenance of employment, the control 
and location of industry and the furtherance of socially desirable expansion 
of production.” The autonomous form of management provides for all 
this. The Minister’s hand in the appointment of the Board of Directors, 
their shares, both through the Board and direct, in the formulation of policy, 
submission of the annual report on the working of the enterprise and its 
scrutiny by a special committee of the legislature are some of the means to i 
secure the desired ends of accountability and control. I 

The disadvantages of the autonomous pattern are more or less the 
same as of the mixed-ownership pattern. It is difficult to draw a line between 
policy control and management. The two overleap each other. This 
presents a possibility of conflict between the government and the autonomous : 
management. Excesses may occur on both ends. There might be excess of ; 
autonomy and a tendency of utter disregard for accountability and control ; 
might develop, or there might be too much of state interference. And thus I 
Government and the autonomous management might pose as rivals and I 
accuse each other of excess, making it difficult to be discovered where 
actually the fault lies. It is nece^ary, therefore, to strike a balance between j 
autonomy and control, so that both remain real and none becomes arbitrary, i 
Given this balance, the autonomous form of management is the best of all, i 
Again, Parliament should prescribe by law the cadres and grades of the 
employees, their conditions of work, etc., so that to minimize the chances 
of corruption and to develop a sense of security among the employees. It 
should also constitute a committee to examine closely the reports on the ! 
working of autonomous bodies and offer comments. The reports must be j 
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NOTES ' ' submitted aiiniially. Further, great care ■ should be' taken with regard to' 

' appointments on the- Board of Directors. jMen gifted with industrial 
i' statesmanship alone can cope with the challenge that public entepinses 
I throw as regards their management and organization which is as difficult 
I as carving, out a new 'Constitution for the country. ^ They alone should be 
I picked Up without personal, sectarian or provincial considerations. ■ As 
I observed by Robson: 

^ All the experience we have so far had of nationalised industries 

serves to emphasise the crucial importance of the governing board. 

! The success or failure of nationalisation is, indeed likely to depend 
^ more on the quality of the boards directing the public corporations 
i than on any other single factor. For from this flow all the decisions 

i on policy and administration which together make up good or bad 

: management.” 

I • V 

After this long discussion on the form of management, we now turn 
I to the issue of the protection and representation of the consumer’s interest. 

; The competitive zeal of the private entrepreneurs makes them often cater 
! to the consumers interest. But public enterprises are generally monopolis- 
I tic and thus fear no competition. This gives them an opportunity to penalise 
I the consumer by several methods, such as the addition to selling costs, mono- 
i poly profits, levies on consumers’ preferences, and so on. It is necessary, 

I therefore, to set up consumers’ councils to look after the interests of the 
I consumers. 

I The councils should be really representative bodies and not a mere 
I assembly of officials or highly placed non-officials who are too distant from 
I the consumers to know their real interests or represent them. The council 
I should neither be a nominated one nor a directly elected one, because 
I in both cases it would be reduced to a political, party or power organ, 

! while the need is of a sober service institution. The only alternative is its 
I election on the basis of proportional representation . by the legislature. 

I This would make it an institution "of the people and for the people’, noii- 
j partisan and independent to the maximum. The tenure of office of its 
I members should be long, say seven years (even longer than the legislature 
I itself) and the members should have the right to be re-elected. This would 
I ensure that the council would become a store-house of industrial experience 
I and would have an even tenure, not necessarily disturbed by the fluctuations 
i at the polls. 

The consumers’ councils should be independent bodies attached to 
each public enterprise and granted a definite status of an advisory council. 
Full details of policies, plans, costs and working should be made available 
to them. Their say should matter particularly with regard to quality of 
goods and prices. The council should have the right to submit to the 
legislature a quarterly report on its work, noting in particular the cases 
of difference of opinion with the Government. This would make its advice 
weigh with the Government and keep it up and doing in the right earnest. 
Further, it must enjoy the power to attend to the complaints of the consu- 
i mers, enquire into them and pass them to the Government for redress with 
its own recommendations. Again, it should also acquaint itself with the 
needs and preferences of the consumers and recommend them to govern- 
ment for a sympathetic consideration. It fcould also explain the difficulties, 

I of the Government, if any, to the consumers in this regard, and popularise 
its policy on merits. It must have funds of its own. The officials of the 
I council should be paid so that as whole-timers they may devote themselves 
I heart and soul to their job and thus equip themselves to contribute their 
I instructed judgment to the consumers’ good. Thus also they would be 
I in a position to give rational, studied and practical advice and offer 
I constructive criticism. The ideal consumers’ council has a double person- 


ality; it has to ^ behave, as a friend of the government and a trustee for the I 
consumer. It is for this reason that the Governmentj as the arch-maiiaaer 
of public enterprises, should take them into confidence in the day-to-day J 
activities, so as to enable them to appreciate its intentions, difficulties and i 
hmitations. This would strengthen the hands of the Government on the one 
hand and develop industrial democracy in the country on the other. i 

VI \ '[ 

Now we turn to another question, that is, what amount of centraiisa- ; 
tioii or decentralisation is desirable in the management of public enterprises? I 
This problem arises with regard to those industries which are big enough to i 
admit of a network of units, spread far and wide in the country. The ; 
guiding motive here should be uniformity in policy control and institutional ! 
activities and autonomy in functional activities. For this reason, there ; 
should be one central Board of Directors attached to each public enterprise i 
to day down policy, regulate institutional activities and exercise control j 
and supervision. Regional boards under the central board should not be j 
set up, unless there are very many units of a public enterprise; for they are | 
uneconomical, diffuse responsibility, breed conflicts of jurisdiction and make j 
co-ordination difficult. Mr. Gorwala’s suggestion that there should be one | 
central Board of Directors of six for the entire public enterprises operating | 
in the country is not convincing. It would create a Leviathan without 
ensuring operative efficiency. Each public enterprise has problems specific 
to it and so a common central Board of Directors would not do. Further, 
the area of public enterprises is too vast and problems too complex to be 
coped with by one Board. Again, it would weaken the reins of control and 
supervision. 

Last but not least in importance is the issue of the well-being of the 
labourers. The socialistic pattern of society without the labourer getting 
his due would just resemble an Egyptian mummy, rich in all the splendours 
of the living but devoid of life. In order to protect the interests of the 
labourer and to foster them, it is necessary to have representatives 
of the labour serve on the management of a public enterprise. For, 
as it has been observed by Laski, “classes excluded from a share in 
power have also been classes excluded from a share in benefits.” They 
should have a say in determining the conditions of service for the labourer, | 
say his wages, hours of work, leave rules, holidays, amenities for life, protec- 
tion against exploitation, insurance against casualties and so on. But who 
shall elect these representatives? They should be elected by the trade 
unions. At the risk of digression, it may be pointed out here that the trade 
unions would no more be militant organizations arrayed against the manage- 
ment because there would be no class conflict in public enterprise under the 
socialistic pattern. Yet they would have a constructive role to play as labour 
welfare agencies and they should be recognized by the Government in 
that capacity. Besides, labour tribunals, having both the representatives 
of labour and management on it, should be established to deal with labour 
disputes equitably. Above all, the labour should be dealt with as human 
material and not "as mere tools of trade and this would illumine the dream of 
a socialism with life. 

VII 

The foregoing discussion would show that the problem of the manage- 
ment of public enterprises is both difficult and taxing, particularly in the 
initial stages when it damps the ardour of even the most ardent advocate of 
public enterprises. But here, as everywhere, time and spirit matters. India 
is just in a stage of transition and experimentation. Our attitude should be 
that of a relativist and a cautious imitator. We must not go after the 
British, French or American model blindly. We should profit by their 
experience and adopt that form of management which suits the genius of the 


NOTES 


enterprise and ensures, industrial democracy with maxi.niuni of, efficiency, 
labourers’ well-being and consumers’ good. We have 'seen above that no 
form of management is absolutely good or bad. Yet,, as' efficiency and 
consumers’ good are best secured when industrial management is enlivened 
with a spirit of freedom, with responsibility, the aiito-iionioiis pattern is 
certainly preffirabie- 
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MANAGEMENT OF PUBLIC ENTERPRISES IN THE 

UNITED KINGDOM 

By 

P. CHANTLER 

INTRODUCTION 

This memorandum follows the suggested outline which accompanied 
the Executive Secretary’s letter IN/20-7633 of 26th June, 1959. It also con- 
forms to the order of suggested length, and can therefore only outline the 
situation of public industrial enterprises in the United Kingdom. But 1 
hope that it may prove of some value for the Seminar, where it can be ampli- 
fied, if thought useful, in the course of discussion. A select bibliography is 
added, giving sources from which information has been drawn in writing 
these notes. 

I. SCOPE AND IMPORTANCE OF PUBLIC INDUSTRY IN THE UNITED KINGDOM 

The present scope of “public industry” in the U.K. is small or large 
according to one’s definition of “industry”. If industry is defined narrowly 
as consisting of enterprises manufacturing tangible products which could be 
sold in competitive markets, then currently the scope is very small. We have, 
in short, few “major commodities produced by public factories”; the manu- 
facture of commodities for sale is almost wholly in the hands of private enter- 
prises, and there is no likelihood of a major change in the foreseeable future. 

On the other hand we have a large range of public utilities which 
operate as public enterprises, in one form or other. They fall into two main 
groups: 

(1) Natural monopolies, where for physical or economic reasons, or 
both, direct competition between suppliers in the same industry 
would not be feasible. These include services like gas, electricity 
and water supply; railway transport; local harbour facilities; and 
the provision of postal, telephone, and telegraph services. , In 
the United Kingdom many of these services have been wholly or 
partly provided by public enterprise in various forms for many 
years, and today they are almost wholly in public hands. 

(2) Enterprises which are not natural monopolies, but where private 
enterprise alone has been thought inadequate or unsuitable in the 
conditions of United Kingdom, and the supply considered of 
special importance to the community. These include air lines, 
broadcasting services, and coal production. In none of these 
fields, however, has a complete public monopoly of the market 
been established. There are privately-operated air lines, a com- 
mercial television broadcasting service, and imports of fuel 
with which the National Coal Board have to- compete. 



The gross revenues of all these public enterprises taken together amount- 
I ed in 1958 to some £2,400' millions, that is, about 12 per cent of the gross 
I national product of the United Kingdom; ;the proportion was similar in 
'1954;, there was' no 'major change in' their scope 'between these two years. 

; If. GENERAL LEGAL AND FINANCIAL SITUATION 

The legal and financial provisions for public enterprise vary widely 
from one type of public enterprise to another. At the one extreme is the 
Post Office, operating the national postal, telephone, and telegraph services, 
as a Departmeni of State, subject to detailed control by a Minister of the 
Crown (the Postmaster General), by the Treasury, and ultimately by Parlia- 
ment to whom Ministers are answerable. At the other extreme, are the local 
municipal services, like water supply in most parts of the country, which are 
operated by the local councils, subject only to some limited measure of 
general regulation by the Central Government. 

Dilferent from either are the public corporations which are today the 
: main medium for operating public enterprises in the U.K. Of the 12 per 
! cent of nationai gross product which is contributed by public enterprise, 

I three-quarters comes from public corporations. The public corporations 
I themselves differ in large measure. For instance, the Metropolitan Water 
I Board is composed of representatives of the municipal authorities in the 
I Greater London area who constitute it; the Port of London Authority, which 
K provide harbour services in the Thames Estuary, consists mainly of represent- 
I atives of users of those services. By contrast, public corporations such as 
those which supply gas, electricity, and coal, are broadly responsible to the 
Minister of Power, who appoints their members, not to represent any speci- 
fic intei'ests, but to further “the public interest” generally, by the efficient 
I management of the enterprises entrusted to them. 

i This “public interest” corporation is the most recently introduced, and 
I can be regarded as the current model for the management of public enter- 
! prises in the United Kingdom. On this account, and in order to avoid exces- 
I sive complication, the discussion which follows is concentrated on this type 
I of public corporation. 

' These corporations are all established by special statutes, which 
prescribe their powers and duties— the Coal Industry Nationalisation Act, 

I 1946, the Electricity Act, 1947, and the Gas Act, 1948, for instance. The 
I intention of the statutes is clearly to provide a very large measure of operating 
I autonomy to the corporations, on the general score that commercial enter- 
; prise may not be operated so efficiently if controlled and organised like a 
! public department. The Minister is given only broad powers of control, 
i with specific authority over the corporations in a limited range of their 
activities. 

The situation can be shown by listing the main relevant statutory 
: provisions, which can be summarised as follows : 

(1) The “responsible Minister” appoints the members of the governing 
Boards for specified periods. 

(2) The Boards are required to consult him on their programmes 
of research, training and education. 

^ (3) They must consult him in devising their capital investment 

programmes. 

(4) Any finance external to the corporation required for capital invest- 
ment needs the sanction of the responsible Minister and of the 
Treasury. Such new investments carry a Treasury guarantee of 
interest payment and ultimate repayment of capital; at the pre- 
sent time, as a matter of convenience, all such capital finance is 
provided through the machinery of the Treasury itself. There are 
no examples of joint public-private financing among the U.K. 
public corporations; all capital is fixed-interest bearing, and any 



surpluses earned are used for reducing prices or developing' the i 
enterprise., . i 

. (5) The governing Boards, of the corporations are instructed to manage 1 
their, undertakings, so that "‘The revenues. of the Board shall not be | 

■ less than sufficient for meeting all their outgoings properly charge- ; ' 
able to revenue account... on an average of good and bad ! 

' years” [Coal Industry Nationalisation Act, 1946, ^^ction !(4) (c)] j 

The operational finances of the public corporations are no 
part of the annual national budget; for their revenue account they 
are expected to “stand on their own feet” — as a privately-owned , 
enterprise must do. 

(6) The Minister may require any information from the corporations. 

(7) The corporations must publish annual reports and accounts, 
and these are laid by the responsible Minister before Parliament. | 
The Minister nominates the auditors for each corporation and | 
prescribes the form of the accounts, but they are not subject to ; 
public audit. 

(8) The Minister may give to the governing Boards “directions of a 

general character as to the exercise and performance by the Board 
of their functions in relation to matters appearing to the Minister j 
to affect the public interest”. [Coal Industry Nationalisation j 
Act, Section 3(1) ] , . | 

(9) The Minister may give a specific direction to the corporation to j 

remedy any defect in their “general plans and arrangements” j 
disclosed in representations made to him by any of the consum- j 
ers’ councils established under the acts to sponsor the interest of 1 
consumers. ’ | 

Thus the statutory provisions leave the main responsibility in manage- | 
ment with the public corporation themselves. In practice, relations vary ; 
somewhat from time to time according to prevailing circumstances, the policy 
of the Government of the day, and the personalities of the responsible Minis- I 
ters and of the Board members. But it is indicative of confident relation- !, 
ships that no Minister of Power, for instance, has ever given any general 
direction, or any direction based on representations by a consumers’ council 
to the coal, gas, or electricity industries. 

III. POSITION OF THE CHIEF EXECUTIVES OF PUBLIC INDUSTRIAL ENTERPRISES 

Just as legal and financial status varies greatly from one type of public 
enterprise to another, so does the position of those appointed to manage 
them. The Director General of the Post Office is responsible in detail to i 
the Postmaster General (a Minister of the Crown), for instance, whereas i 
(as shown above) the Chairman of the National Coal Board has only a 
general responsibility to the Minister of Power. The following notes des- | 
cribe the position of members of the Boards of public corporations. 

First, as to sources of recruitment. The intention of the acts establish- , 
ing the corporations is clearly to draw members from a very wide range of , 
experience. The only groups specifically barred are Members of Parliament , 
and Ministers of the Crown^ — evidence of the intention to insulate the manage- , 
me"nt of the corporations from day-to-day political influences. The statu- ; 
tory provisions covering sources of recruitment are on the lines of the follow- 
ing, quoted from the Gas Act, 1948. This Act provides that the members 
of the Area Gas Boards shall be : 

^‘appointed by the Minister from amongst persons appearing to | 
him to be qualified as having had experience of, and. shown 
capacity in, gas supply, local government, industrial, commercial s 
or financial matters, applied science, administration, or the organi- ; 
zation of \yorker§’* [Section 5{I)J I 
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A study made of the back^^ of Board members of twelve Um^ 
Kingdom public corporations in 1950 revealed the following information : 



Full-time 

Part-time 

All 

Occupational background 

members 

members 

members 

' Comp any ^ di rec tors 

13 

25 

38 

; Trades union officers 

9 

7 

16 

1 Managers & engineers' 

10 

4 

14 

i Public servants 

4 

4 

8 

; Accountants 

3 


4 

Armed forces 

3 


3 

Cooperative movement 

1 

. ’-2 

3 

; Solicitors 

2 


2 

Agriculture 


*i 

1 

Banking 


1 ■ 

1 

Journalism 


1 

1 

Politics 


i 

1 

Scientist 

1 


1 

Unclassified 

1 


1 

Totals 

47 

47 

94 


[Source : “The Men on the Boards” : The Acton Society Trust (1951)] 

I ' Thus a wide range of occupational experience has been included in the 
I membership of the Boards. As a broad generalisation, it could be said that 
i most of the full-time members had previous experience in their particular 
I industry, whether as directors, salaried managers, engineers, accountants, 

I or trades union officers; the part-time members were drawn from a some- 
I what wider range of other occupations, a majority of them either controlling 
I the affairs of other enterprises, as company directors, or working as trade 
i union officers. 

t 

! As for the range of authority and responsibility of members of the Boards 
j of public corporations, it is evident from what has been stated above that they 
I are closely comparable to those of Boards of Directors governing major 
i privately-owned enterprises. The above table shows, indeed, that of the 
twelve Boards reviewed in 1950, forty per cent of the members either were or 
^ had been company directors : they would probably not have been ready to 
; accept membership of a public Board if their authority had been greatly 
diminished there. 

The main differences between the degree of control exercised by a 
public corporation and a private enterprise Board are that the former operate 
under the terms of the Acts of Parliament which established them, and are 
; subject to the control of the “responsible Minister”. But, as noted above, 

! the Acts vest large managerial powers in the Boards. The width of their 
i responsibilities is illustrated by the following statement of the general obliga- 
tions of the National Coal Board in the Coal Industry Nationalisation Act. 

I The Board have the responsibility of : 

“making supplies of coal available, of such qualities and sizes, in 
such quantities and at such prices, as may seem to them best 
calculated to further the public interest in all respects, including the 
avoidance of any undue or unreasonable preference or 
advantage.” [Section 1(1) (c) ] 

As for the control exercised by the Minister, it will be clear from what 
is said above that this is, in general, of broadly supervisory character only and 
not inhibiting to managerial quality and initiative on the part of the Boards. 

: Parliament, which created the public corporations by statute, has still less 
control over their management. It receives a great deal of information 
I about their operations and discusses their activities from time to time, 


but has no direct powers over them. Parliament acts rather in the role of ; 
a forum, in which the 'interests^ of cons'umers and employees can be heard, I 
and also that of representing the ultimate owners of the public undertakings-— 1 
the citizens and,, taxpayers of' the, country. Shareholders’, representatives ! 
must leave management to^ the Boards appointed for that purpose, and inter- I 
yene only by: showing their confidence , (or lack of confidence), as occasion i 
justifies, in the general policies of, the Boards,' 

' To sum up r the range of autho,rity and responsibility enjoyed by the 
Boards of public corporations is widely draw,n by statute, and respected in 
practice. j 

I¥. CURRENT MANAGERIAL PROBLEMS,. AND SOLUTIONS SOUGHT ' j 

The general responsibilities laid upon the public corporations are the j 
efficient supply of the service entrusted to them, including at least covering | 
their current costs with the revenues earned, over a period of years; the ! 
extension of supplies wherever economic; and the welfare of their employees. | 
In a short memorandum, one can do little more than briefly mention the ^ 
main managerial problems raised by these tasks, and note how they are j 
being tackled. 

One paramount need is clearly to attain the high quality of senior 
management required in these large public corporations. This poses the 
problem of securing people of intellectual capacity, drive, and experience 
for membership of the Boards. It has been shown above that the members - 
have been widely drawn. There has been evidence, however, that reraunera- | 
tion and conditions of employment have at times been inadequate to attract | 
the right men. To meet this, the salaries of Board members have been j 
increased and pension schemes introduced for them; this is an acute need, ! 
but also difficult one to meet, because of the limited period for which | 
members are appointed— normally five years for-full-tirae and three years | 
for part-time members, both renewable. : 

To improve management below Board level each of the public corpora- | 
tions has well-developed training schemes. The National Coal Board, for I 
instance, have their “ladder plan”, to assist the men who work for them to j 
climb to the top ranks of management. The scheme includes arrangements , 
for employees to spend part of their paid working time each week attending | 
courses on science,- technology, and administrative subjects, and includes : 
the offer of 100 university scholarships each year. Apart from such provi- 
sion to enable employees to take external courses, the Board has staff train- 
ing courses within its own organisation for the various grades of technicians 
and administrators. Details are given in the Board’s Annual Reports (for ; 
instance paragraphs 224 — 244 of the Report for 1958). | 

Managerial efficiency is partly a question of the quality of the mana- 
gers; it is also a problem of sound organisation. In this field one of the 
main questions is the optimum size of the unit of management. Frequently i 
there is a conflict between operating economies to be reaped in a unit of j 
greater size, and the better control and more intimate relations possible j 
in a smaller unit; the optimum varies from industry to industry, and with- ! 
in each industry the object must be to organise eacli managerial unit so as j 
to achieve the optimum for the particular task : for instance, the optimum | 
for production activities may be quite different from that for commercial | 
activities. In the electricity industry, to take one example, there is a single : 
corporation, the Central Electricity Generating Board, responsible for gene- | 
rating the public electricity supply throughout England and Wales. It | 
operates the power stations, integrating them by means of the national | 
transmission grid. By contrast, the distribution of electricity in England | 
and Wales is the responsibility of twelve Area Electricity Boards, who are j 
loosely associated with one another (and with the Central Electricity Generat- j 
ing Board) through the Electricity Council on which they are all represent- 
ed, with an indepedent chairman, two deputy chairmen, and up to three 
other members all appointed as such by the Minister of Power* 
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: Each .of the Area- Electrieity'. Boards 'is subdivided into a number of 
I. Sub-Areas, and they, in turn are divided into Districts, responsible for dis- 
I play: centres, s,howroonis^ and servicing arrangements. , “’ll will thus be seen” 

: (to ^qiiote a form,er chairman of the electricity industry, Lord Citrine)- “that 
; the area organisation, consists of three tiers : Headquarters, at which general 
: p,'laiining and eoordination are done; the Sub-Areas, who are responsible 
for the implementation of policy, and general administration; a,iid the 
; D,istrict level which is concerned with the direct services to the consumer” 

: [Efficiency in /the Nationalised - Industries : A Symposium : Institute .of 
! Public Administration : Allen and Unwin (1952)] 

I Operational research and O & M studies have been increasingly used 
I by the public corporations" as means for improving their managerial effi- 
ciency. The following paragraph, for instance, from their 1957-58 Annual 
Report, summarises the position in the gas industry, which is organised 
I under twelve Area Boards : 

i “Organisation and Methods Sections, whether under that name or 

another, are now general in the Boards, and their work is consider- 
ed to have led to significant economies and improvements in effi- 
ciency. The kind of assignment which they have been given is to 
examine clerical, accounting and statistical practices and the 
possible use of electronic digital computers with a view to 
economies by centralisation. Work study and operational 
research have been considerably extended and have been applied 
; to such subjects as the handling of materials, internal transport 

and mobile plant, the charging and discharging of tower puri- 
i fiers, coke loading to road vehicles and ships, and the work of 

prepayment meter collectors. Particular attention has been paid 
I to the introduction of electronic equipment for accountancy 

purposes, and Boards who consider such equipment justified have 
I placed their orders and have begun to receive or will shortly receive 

I deliveries of the machines.” 

s (Gas Council Annual Report and Accounts, 1957-58, paragraph323) 

One aspect of management which is of overwhelming importance in a 
! large public enterprise is labour relations. The founding statutes of the 
I public corporations charge them with special responsibility to establish 
j machinery for negotiating terms and conditions of employment, and for 
I consultation on questions relating to the safety, health, or welfare of their 
I employees. In each of the public corporations there have been established 
I at each level of management joint committees of representatives of the 
i Boards and of their employees. The following paragraph summaries these 
j arrangements in the coal industry: 

I “A National Conciliation Board, composed of a Joint National 

I Negotiating Committee and a National Reference Tribunal, 

considers questions which may concern the whole industry. 
The Joint National Negotiating Committee is composed of up to 
I 16 members nominated by the National Coal Board (of whom 

I six must be Board members), and up to 16 by the National Union 

of Mineworkers there are two chairmen and two secretaries, 
one from each side. If the Joint National Negotiating Com- 
, mittee fails to agree, cases can be taken to the National Reference 
tribunal, whose awards are binding on both sides. The Tribunal 
contains three ‘‘permanent members” appointed for three years by 
the Master of the Rolls (a high legal authority) after consultation 
i with the Bomd and the Union. None may be engaged in the 

I coal mining industry nor be a member of either House of Parlia- 

I ment, unless a member of the House of Lords who holds or has 

I held high judicial office. Beneath the National Board, there 

is a Conciliation Board for each coal-mining District, with an 
, independent District Referee* to whom questions are referred for 

I decision when the Conciliation Board cannot agree; his decision 



is. bindmg. ■ Finally,, there is a Joint Disputes -Committee at eacli i 
; colliery (some 950 in number) with, provision for arbitration by an ' 

■ in,depe,ndeiit Umpi.re. (chosen from a panel established under the ^ 

, schem.e) whose award is binding. This scheme covers the maiiuai 

workers at the collieries; there are similar schemes for negotiations 
concerning managerial,- junior ■ administrative- and ' clerical staff, , 

. workers at the National Coal Board’s coke ovens, and for those ; 

■ ' at its briquetting plants.” I 

To sum up : the public corporations must face the constant tasks of | 
improving efficiency, meeting economic demand, and promoting the welfare j 
of their employees. These tasks raise problems of securing high-quality | 
management, of selecting and training their administrators, of studying, | 
and, where appropriate, adopting, technical aids to management, of sub- 
dividing their organisation to achieve the optimum units in the various 
branches of management, and of operating a harmonious and effective 
system for consultation and negotiation with the people who work for them. 

V. RECENT MANAGERIAL IMPROVEMENTS 

The effective management of any large undertaking must include the ; 
constant search for improvement in all aspects of their administration. 
Evidence of this constant search by the public corporations of the United j 
Kingdom is found in their Annual Reports, which show that improvements j 
are being achieved over a wide range of managerial problems. Looking j 
at the question generally, one can say that probably the most important j 
major improvements in management have been those introduced, in the j 
light of experience, to adjust the managerial structure more effectively to I 
the tasks it exists to perform. This process may be illustrated from changes ! 
which have been made in the organisation of the National Coal Board and ! 
of the Electricity industry. Both of these public enterprises were develop- ! 
ed after full study of their problems by a series of high-level, independent, ^ 
public investigations. The problems of the coal industry were studied by ; 
the Sankey Commission (1919), the Samuel Commission (1925) and the ■ 
Reid Committee (1945) ; those of the Electricity industry by the Williamson | 
Committee (1918), the Weir Committee (1925) and the McGowan { 
Committee (1936). | 

When these two industries were integrated as public corporations I 
after 1945, the organisation adopted reflected the proposals of these various ! 
investigations. The National Coal Board became owner of about a thousand * 
coal mines, formally owned and operated by hundreds of commercial com- ; 
panics, large and small. The Board was established as a rather monolithic ; 
structure, centrally controlled by a single Board of nine full-time members, | 
each of whom was given functional responsibilities. The electricity Indus- [ 
try had been operated by over 500 separate undertakings, the majority | 
being municipal bodies, the rest commercial companies, with, a public corpo- i 
ration, the Central Electricity Board, owning and operating the main trans- j 
mission system. The industry in England and Wales was reorganised under 
the British Electricity Board, responsible for geiprating public electricity 
throughout the country, and twelve Area Electricity Boards for selling it in 
their particular parts of the Gountry. In addition, however, the B.E.A. 
exercised a general control over the work of the Area Boards. 

Since their inception as public enterprises, both these industries have 
been subject to review by independent committees, and the organisation of 
each has been altered with the purpose of improving their management. | 
The National Coal Board appointed in December 1953 an independent : 
Advisory Committee under the chairmanship of Sir Alexander (then Dr.) ; 
Fleck with the terms of reference : “To consider the organisation of the ; 
National Coal Board and to make recommendations to the Board”. The i 
Fleck Committee reported in January, 1955, and broadly endorsed the mono- ! 
lithic form of organisation in the cod industry with its system of “staff and j 
line” control. But they saw the need for more firmness in the execution of ' 


NOTES j, 'policy, and -made. .60 recommendations inte,nded to ensure that the Board’s 
'I policy decisions^ should be carried out. properly and promptly, while avoid- 
I ing, inte.rlcre,iice Jb the day-to-day work at lower levels of roanagement. They 
' ■ proposed', that the Board itself 'Should' be strengthened by.,raisi,iig the number 
: of 'me.m.b'ers :from nine to twelve,, of .whom .four should be part“tim,e.. The 
! full-ti'me .members, other than .the Chaimian and deputy Chairm.an, should 
I 'bC' each given responsibility for a specific part of the Board’s management, 

I The Fleck . Comm,ittee’s proposals have now largely been implemented. 

I The Board has been increased to twelve members, and each of the six full- 
I time members other than the Chairman and deputy Chairman are given 
I responsibilities for the following departments of the Board as shown: 

i (1) Production and Reconstruction; 

(2) Marketing and Purchasing and Stores; 

(3) Finance; 

(4) Industrial Relations; 

I (5) Staff; 

(6) Scientific and Carbonisation, and the Medical Service. 

I Similarly the electricity industry’s organisation was investigated in 
I detail by an independent Committee of Enquiry under the chairmanship 
of Sir Edwin Herbert, which reported in December, 1955. Like the Fleck 
j Committee for the coal industry, the Herbert Committee made a long list 
; of detailed recommendations for improving the quality of management in 
I the electricity industry. One of their main proposals was that the (former) 
j British Electricity Authority should for the future be responsible only for the 
I generation and main transmission of electricity; they should no longer 
j exercise any general control over the operations of the Area Boards. In 
I the light of the Herbert Committee’s proposals, the electricity industry in 
I England and Wales has been reorganised with a Central Electricity Generat- 
i ing Board responsible for generation and transmission only, and an 
I Electricity Council on which that Board and the twelve Area Boards are 
j represented to form the central deliberative body for the industry. 

I VI. SPECIFIC PLANS FOR CHANGES IN SCOPE, ORGANISATION, OR MANAGEMENT 

I As shown above, the original main structure of the National Coal 
I Board has recently been endorsed by the Fleck Committee, though modi- 
I fied in some detail, and the method of its operation somewhat altered; the 
j structure of the electricity industry has been changed by the greater separation 
i between the control of generation and transmission on the one side and of 
distribution and local services on the other. I am not aware of any specific 
plans for further changes in the scope, organisation, or management of 
; public corporations in the United Kingdom. This, of course, is not 
I to suggest that the forms of organisation now used are necessarily the best : 

I no doubt changes will be made in the future as they have been in the past, 
j in the light of experience, of changing conditions, or new needs. For 
i instance, unofficial proposals have been advanced to break up the monolithic 
structure of the Coal Board, and substitute regional production boards on 
the lines of the Area Gas Boards, Such proposals would, on past tradition, 
be made the subject of Ml enquiry before they were applied to the structure 
of the coal industry; they would be applied only if this study demonstrated 
their merits. 

VIL CRITERIA OF EFFICIENCY 

A great deal of thought has been given in the United Kingdom to 
finding satisfactory general criteria for measuring the efficiency of public 
I industrial enterprises. Such criteria are especially needed because most 
! public corporations operate as monopolies, so that the ordinary market 
I tests are not automatically available; because public ownership insulates 
' them from the rigours of the capital market; because they operate under the 
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gaze .of public a,iici parliamentary opinion and are ■particularly, open to criti- | 
cism of their efficiency; and because,, as public ■ concerns, they 'are particularly ,1 
vulnerable to pressure for provision of uneconomic. services. 

No - one, however, has yet' devised, .any single criterioii "for ■ 
appHcation to any one public enterprise, still less for comparing the ; 
efficiency, of one^ type ' of enterprise with another. .. It-'., is. possible to suggest i 
a' general " definition of efficiency — for instance the' Herbert' Com:mittee I 
(mentioned above), enquiring into the efficiency of the electricity j 
industry observed : ‘'‘An jndustry's 'efficiency_i$ compounded ' of two.: 
factors: its success in giving its customers the goods and services they j 
want, and its success in minimising the cost of so doing. The problem in | 
assessing the efficiency of a monopolistic industry, whether nationalised or 
not, is how to judge whether its consumers are getting what they want, 
whether the costs are properly allocated between them, and whether the i 
industry is using the least quantity of real resources for any given level of I 
output.” (Report, paragraph 23) 

The Herbert -Committee went on to suggest the following questions 
whose answers, they thought would lielp them to judge the efficiency of the i 
electricity industry : 

(1) Is the industry making the best use of the capital it raises and the ; 
revenues it earns? 

(2) Is the industry making the best use of its manpower and physical i 

assets? i 

(3) Are the consumers being properly charged for the services render- | 
ed to them? 

(4) Is the organisation of the industry well adapted for securing the ! 
best use of capital, manpower and physical assets, and for ensuring 
that proper charges are made to consumers?; and 

(5) Is the organisation well adapted and the staff sufficiently capable 
to secure the same ends in the future? (Report, paragraph 31) 

There are still other questions which seem to me of major relevance in 
assessing '‘efficiency”— for instance 

(1) Is the industry providing that degree of elaboration (or simplicity) 
of service which the consumers would most desire to receive (and 
pay for)? 

(2) Is the industty so organised and operated as to be effectively sub- 
ject to whatever degree of control by Government and Parliament 
is accepted as being in the public interest? 

(3) Is the industry “a good employer”? 

While there is no single criterion of efficiency which can be applied to 
answer all these questions, the test of profits may well be on the whole what 
comes nearest to such a criterion. But, evidently (as noted above) the 
profit test cannot provide the same sort of “automatic” efficiency indicator 
as profits are supposed to provide in competitive markets, with large numbers 
of buyers and sellers trading in closely similar cornmodities. The profits 
test can only be used subject to the following qualifications: 

That there is no restriction in the supply of the commodity or 
service for the purpose of gaining monopoly profits — ^or for any ^ 
other reason, such as convenience or indifference. 

(2) That due allowance is made for the cost of “social considerations” 
taken into account in the operation of the public industries, which 
may have the effect of reducing their profits, like the extension 
of electricity supplies in rural areas. 

(3) That the costing methods used are realistic— that, for instance, they 
take full account of capital charges, including an equilibrium rate 
of interest, and depreciation provisions to cover net replacement 
cost of the supply capacity currently in service. 
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(4) That correct pricing methods are followed— equating prices with 

r : the relevant; marginal costs,: so far as is feasible. ; ; 

But, ' however qualified,- the profits test has .;iiievitable ■ ' limitations 
as a criterion of the. efficiency of public enterprises, and, because in practice 
it may not be possible to apply one or more of the essential qualifications, 
its em.ployment may be severely restricted. It is therefore necessary to make 
the best use of whatever indices of efficiency can be applied to particular 
aspects of the management of any one public corporation, and attempt to 
assess its efficiency as a whole from the totality of these results. E,xamples 
of such partial indices in use among U.K. public corporations are these: 

(a) ‘‘Output per man-shift” (a crude index of labour efficiency in the 
coal industry); 

(h) “Gas made per ton of coal carbonised” (an approach to a test of 
thermal efficiency at a gas works). 

(c) “Kilowatts generated per ton of coal burnt” (thermal efficiency at 
an electric power station). 

Such indices may be elaborated, brought together, and qualified syste- 
matically in the attempt to obtain a more general assessment of efficiency. 
For example, the National Coal Board have a system of “colliery profiles”, 
in which a large number of standard indices are put on to sets of punched 
cards for each of their nine hundred coal mines, so that they can be analysed 
in detail and in various patterns. These data include output, labour force, 
productivity, and various types of cost, relative changes over time in any of 
these data; and qualifying factors for each colliery, such as its age, depth, 
seam thickness and method of mining. Colliery profiles obviously cannot 
give a complete index to the efficiency of the National Coal Board. They are 
a convenient tool for assessing part of its efficiency — which is perhaps as far 
as one can hope to go in a complex and imperfect world. 
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By 

NIKOLA BALOG 

L PRELIMINARY OBSERVATIONS | 

1. The status of industriai enterprises, and particularly their relation- I 

ship to outside factors, varies considerably according to the particular public | 
corporations. With respect to Yugoslavia, this variety stems, inter alia, I 
from the fact that the Yugoslav economy is one comprising only public cor- | 
porations while private enterprise is limited to the narrower sectors of arts j 
and crafts, and the furnishing of various petty services. Private enterprise i 
is also found in a large part of agriculture, but this can be disregarded, con- | 
sidering the nature of the seminar’s theme. i 

The fact that there are only “public” corporations, called in Yugoslavia j 
“enterprises” or “economic organizations (not State organizations), accounts 
for a different organization of the whole economy, different relationships 
toward enterprises, etc. It is self-understood that all the factors having 
major significance for the management of enterprises differ greatly from those 
found in countries where private ownership of enterprises is the prevailing 
form and private corporations appear as only one sector of the economy,* 
regardless of the size of that sector. However, there do occur significant 
points and problems common with the enterprises of such countries. After 
all, the problems of management of enterprises have very significant similar : 
points and identical features. Consequently exchange of experiences can 
be of great mutual benefit. 

However, Yugoslav methods and experiences are not sufficiently known 
as yet. As a result, it is difficult to start by stating problems, when there 
is little familiarity with the fundamental relationships of the national eco- ; 
nomy. It is proposed, therefore, to review here in some detail the general 
organizafional problems of the Yugoslav economy and the country’s econo- 
mic mechanism, so that the problems of management can be stated in detail 
and understood in the light of the given relationships. 

2. As has been said, the whole property of Yugoslav enterprises is ' 
socially owned. Investment of private capital does not exist in any form in 
the enterprises. 

Enterprises are founded, organized and operated in accordance with ^ 
uniform principles. There are hardly any deviations from those principles, 
although where they do on occasion occur the deviations can be consider- 
able. Where speaking of a uniform organization, the general organization 


* Dr. Balog is Professor at the University of Beograd and Assistant State Secretary 
of the Federal Executive Council of Yugoslavia. 



NOTES i and ^'sphere of action of the^ managing organs of enterprises is understood, not 
■ ^ the intemal organization, since tke. latter is not in any case sul^ect to regula- 
; " tion by the State. . ..Consequently no such variations occur as are frequently 
. ; observed in some other countries, notably the Western ones, m. that upon 
nationalization or the founding of a public corporation the managing 
i methods, . the degree of centralization, the jurisdiction of the organs, the 
{ financing, etc. are separately determined for each branch or iiidividual 
j enterpri^. in principle in Yugoslavia all enterprises have identical relation- 
i ships, toward, the State,, that is to say, toward its central organs, as well 
I as toward local organs, such as the towns and the communes, to which 
I latter a special importance is attached in Yugoslavia. This principle of 
; equality in the treatment of enterprises holds not only for the administrative 
relationships toward enterprises, in the broader Western sense of the word, 

; but also for their financial relationships, their tax obligations and their 
I treatment in the general economic plans. 

I Such a principle of uniform status for enterprises does not signify, 
j though, that no special attention is accorded to certain enterprises which 
i command a particular importance for the country’s economic develop- 
I ment. Although all the regulative measures of the State and the general 
reiationships equally apply to them, in actual practice they enjoy greater 
individual attention directed toward the elimination of their difficulties, 

; and occasionally special measures are undertaken in regard to their position, 
i Such an attitude is logical, and it is by no means unique to Yugoslavia, 
j E>om a particular point of view, and regardless of the form of ownership 
I and the social system, the problems of the most significant enterprises are the 
; concern of the State as well and the subject of different actions. However, 

J such an exceptional attitude does not affect the basic principle of identical 
' attitude toward all industrial and other enterprises. 

; In such relationships, Yugoslav enterprises appear, consistently and 
' without exception, as economic and legal entities, as legal persons, possess- 
; ing all the qualities of independent organizations. They are independently 
{ free to organize their production, market their products, realize an income 
^ in accordance with the market conditions, allocate their income, after pay- 
; ment of tax and contributions, to salaries and funds; in principle indepen- 
dently establish the prices of their products and maintenance and investments 
i are also effected by them independently from their funds. Industrial and 
other production and commercial enterprises are independent in their 
export and import operations, subject to fulfilment of the statutory 
! conditions. 

This independence of enterprises relies on management by their 
i own working collectives, i.e,, the workers and office employees engaged by 
{ the enterprises. This, in fact, represents an integral principle in this country; 

J integral from two angles : {a) that the Constitution entirely prohibits enter- 
; prises which are not managed by the workers and office employees; and 
i (b) that enterprises are exclusively managed by their own workers and office 
I employees. 

In view of the independence of enterprises and their being managed by 
; the workers, the prbperty of^Yugoslav enterprises is socially owned. The 
I State may not perform any act of disposal regarding the property of enter- 
i prises, all the rights of disposal being vested in the enterprises themselves, 
within the law. 

3. Production with the aid of socially owned means of production 
can only be pursued rationally and efficiently by enterprises if they are able 
to secure day by day their direct material interest through such management. 
Hence, the material interest of enterprises to achieve the best results in pro- 
duction and productivity represents one of the fundamental components 
of the economic methods. The material interest of these enterprises is 
: two-fold. On the one hand, achievement of the best results has an impact 
j on an enterprise as a whole by increasing the funds at its free disposal; 
j and on the other hand, an individual impact is produced by raising the 
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personal income of tlie workers and office employees commensiirale ■witli ■ 
the results attained in production and operation. 

4. ^ Under existin,g conditions, the material interest. Le„ .the creation ; 
of the highest income, can best be safeguarded through the market' economy. 
This at the same time indicates that the enterprises under review are producers ' 
of goods for the market, where they carry on an exchange of commodities. / 
It is superfluous to stress that such a mechanism presupposes the already 
described independence of enterprises as regards the selection of produc- ; 
tion, free exchange of goods, freely contracted prices and mutual competi- ! 
tion of enterprises to achieve the highest income on the most favourable i 
terms. In principle, the market economy necessarily brings out all the 
basic characteristics of such an economic method, v/z., supply and demand ; 
and price movement as regulators of production; the value realized on the * 
market as the measure of the social usefulness and productivity of labour; 
the principle of lucrativeness, which is mirrored in the ratio of the value I 
realized to the production costs of the goods and the cost of development 
of productive forces; the formation of income under the influence of all ; 
the circumstances influencing prices; the action of the foreign market. 

5. The Yugoslav economic system has to be viewed iTom the stand- | 
point of the planned co-ordination and guidance of economic development, I 
viz. a conscious effort to cause the economy to develop by achieving parti- ' 
cular aims. The planned guidance of the economy on the basis of social j 
ownership is mirrored by the possibility of safeguarding balanced develop- I 
ment by guiding production and the indispensable concentration of assets. I 
In fact, the combination of what on the surface appear to be contradictory ! 
elements — the market and planning — provides a picture of the essential part | 
of the Yugoslav economic system. The market by itself cannot solve the j 
tasks of balanced movement and the quickest pace of development unless | 
its action is guided and its essential points channelled. In this system, i 
planning forms the basic element of social intervention. 

In connection with this problem, the question arises where the limit i 
of the guidance or the range of the planning is, and by that token where the I 
limit of the free market is. The trend toward overall planning and a firm 
envisioning of development (in larger or smaller detail) harbours a danger 
of reducing the market to a very restricted level with respect to initiative and 
freedom of action for the enterprises. At the same time events can make 
such a plan unrealistic. As a result, planning should rely on the indispens- 
able minimum of social intervention so as to encourage the quickest possible 
rate of economic development. The Yugoslav planning method, therefore, 
is designed to schedule economic development for a particular period of ‘ 
time, and to influence ail the economic factors, by means of economic and ' 
legal instruments, toward the fulfilment of the plan. At the same time 
the plan as a rule does not establish the administrative obligations of indi- 
vidual enterprises but relies on their economic interest, which inevitably 
leads them toward the fulfilment of the economic plans established on the 
part of the social community. The economic plan, by influencing the dis- 
tribution of the national income and the market, puts the enterprises in a 
particular objective situation, which in its turn causes enterprises to proceed 
in accordance with the directive and provisions of the social plan. 

It is clear that the relationship of the social plan to the market is 
not absolute and established for all time. The gauging of that mutual 
relationship depends on a series of factors. In this there is an essential 
orientation in Yugoslavia to strengthen, within the unified social plan which 
serves to safeguard the most rational relationships in the economy, not only 
the independence of enterprises, but the economic social role of the producers. 

Of course, these preliminary observations cannot exhaust the subject 
of the institutional development of the Yugoslav economy, nor had it been 
proposed to do so. Actually, the intent of these observations is only to 
afford to those attending the seminar a most .general survey of the most 
important elements of Yugoslavia’s economic system to enable them to 
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i grasp the extensive range of the -problems, of .management of industrial 
i enterprises there. 

As with the Scandinavian paper, the prese,n.t study can only be re- 
garded as being o,fFered without any desire or expectation of encompassing 
all problems of management 

, II. GOALS FOR MANAGEMENT 

6. When it is remembered that Yugoslav industrial enterprises are 
producing for the market and that they are fully concerned with the material 
success of their operations, it is obvious that the goal of every industrial 
enterprise is to realize a maximum income. And that in fact is the goal of 
management as well. 

However, there might arise some misconception about that goal 
unless we added at once two points. First, fulfilment of the tasks set by 
society forms a component equivalent in importance to the realization of 
i the largest income; and second, income is realized in the first place by 
; increasing productivity and decreasing production costs. 

; The purpose of an industrial enterprise is established by the act reiat- 
i ing to its foundation. Such an act does not comprise a detailed description 
i of the enterprise’s aims, the subject of its operation being established in 
I, general terms. On the other hand, in accordance with current and long- 
term social plans, an industrial enterprise may have a particular orientation 
with respect to the level of production foreseen for its branch of the economy 
and also for any other branches for whose needs the enterprise is producing. 

The question arises whether the purpose of enterprises is duly traced 
by those two lines, one of which is a direct one, relating as it does to indus- 
trial enterprises alone (the purpose as stated in the foundation act), and the 
second of which is constituted by the social plan and only indirectly affects 
an enterprise. 

From the producing and commercial point of view, the purpose is 
sufficiently stated. It is broad enough for the free action of enterprises 
I in accordance with the market requirements, and definite enough to satisfy 
I the needs of the general planned guidance of the economy. 

However, the purpose as stated in the founding act has no absolute 
force for an enterprise. Besides that purpose, an enterprise is free also to 
carry on other production, subject to compliance with the statutory 
I technical stipulations. 

As has been pointed out, the planned previsions relate to the whole 
economic branch and do not represent a legal obligation for individual enter- 
prises inside a branch. Therefore, such a planned scheduling of production 
and its level in the country, and the possibility afforded for placing particu- 
lar categories of goods, can serve for an enterprise as only a most general 
orientation. However, a series of known factors determine how well an enter- 
prise will do on the market with its production. In fine, the Yugoslav 
, economy as a whole is not interested as to how an individual enterprise will 
! achieve its production, but that the planned targets be achieved as a whole 
by the various enterprises of a particular branch. The enterprises, again, 
guided by their material interests, and in mutual competition, are placed in 
an objective situation to proceed toward the fulfilment of the general 
previsions of the social plan. 

Therefore, the enterprises have a general orientation for their produc- 
tion, they are familiar with the tasks, and that enables them to achieve the 
results expected of them by the social community. 

7. The above provides but an indirect and perhaps insufficiently pre- 
cise answer to the question of the goals of management in principle, if not in 

, the technical sense. 
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Pu,blic corporations unquestionably are ■ founded for the carrying out ' , ; ■ NOTES, 

of a, particular task. Especially * in a planned economy this principle, is ■ . 
exceptionally important. The possibility of choosing ai.nis and concentrat- i 
ing on the means toward attainment of them is in fact what distinguishes a 
planned economy. That is the social aspect of the matter. 

However, once investment has been made and an enterprise founded, 
it hp to achieve those aims on the basis of its economic interests and its own 
initiative. According to the Yugoslav conception, an enterprise should be 
independeiit enough to realize its aims on the basis of commercial methods, 
with due regard for social interests. Production and realization of income 
on the basis of sound commercial principles and the carrying out of the 
established aims represent two aspects of the same matter. For another 
thing, it is superfluous to mention that it is upon the income of enterprises 
that the national income as a whole also depends. Creation of that income 
and its constant increase is in the interest of the whole society, and also ' 
of each enterprise. This parallelism of the general and individual interests ; 
vests an enterprise with special moral qualifications for realizing an income. : 

However, the income of enterprises can be the product of a range of 
factors. Besides resulting from a reduction of production costs and from 
increased productivity, income can also accrue from the situation on the 
home market and the action of the international market. An enterprise may ; 
enjoy an exceptionally, auspicious position by virtue of its position within 
the country— as the exclusive producer of particular types of goods, for 
example, or by benefiting by a specially favourable market for its products — 
in which cases/‘without its own merit” and striving, it can obtain consider- 
ably higher prices for its products than is their "‘normal” price. 

The combating of such “non-commercial” conditions belongs pri- 
marily within State jurisdiction. To do so, various instruments are avail- 
able : price regulation, taxation, financial and banking instruments, the | 
methods of regulating foreign trade, and so on. The existence of social * 
ownership of the means of production, as well as planning for economic J 
development on a large scale, makes for at least the partial suppression of ^ 
such phenomena. . | 

It is pertinent to mention that in* the Yugoslav economic system no i 
measures are undertaken by the State in relation to individual enterprises. I 
Instead, all nieasures apply to the whole economy or to the whole branch I 
concerned. ! 

Individual interventions of the central State organs, the provision of 
useful measure for the work of industrial enterprises, a closer definition of 
their finance and production, a more direct appraisal of or a more direct 
influence upon production costs, determination of or consultation on sales 
policy, and other similar considerations all call for an appropriate organi- ; 
zation of the governmental administration. Especially where the entire 
industry consists of public corporations such an organizing of the central , 
organs, — i.e., organizing toward the performance of all the stated tasks, as 
wejl as the splitting up or concretization of the planned tasks as applied to 
single enterprises, — has the consequence, according to past Y ugoslav expe- 
rience, of the State’s bureaucratization. In such a case the State organs 
do not confine themselves just to delicate understanding and consultation ; 
with the management of an enterprise, but interfere in the relationships of | 
an enterprise, thereby in effect ruining its independence. Responsibility ^ 
for management passes then to the State organs. Generally speaking, a new 
process thus beings which from thfe economic point of view must conduce to 
disruptions and which has even considerably graver consequences from the 
social viewpoint. 

Such relationships had appeared, at an early stage of the present 
Yugoslav economy but were soon eliminated as being economically and : 
socially harmful to the principles and Ipng-^term methods of management 
of the economy. . . i 


..NOTES 


. As a result, intervention of the kind described on the part ■ of the central 
: organs ' ill relation. . to individual enterprises are generally non-existent in 
i 'Yugoslav practice. Exceptionally, one should bear in mind what has been 
I said in^ Point 2, Paragraph 3, of the present paper. 

i 8. As has been pointed out above, even though the State has various 
j possibilities at its disposal for controlling the manifestations which can be 
! regarded as negative from the social point of view, the management of an 
! enterprise is not exempted from running it in a way such as to be socially 
useful What the line of social usefulness is should be known to an enter- 
i prise on the basis of the general economic policy laid down in the social 
i plan, which line, though, is not legally binding for an enterprise and does 
1 not involve any legal sanctions in case of non-compliance. This is not parti- 
! ciilariy important, either, for an enterprise is well aware that the social com- 
i niiinity expects of it a qualitative and maximum production to satisfy the 
j needs of the consumers. Likewise it is aware of being expected to calculate 
I its costs and include profit, and also to price its products in accordance with 
the durable market trends (not momentary movements). It is a generally 
familiar fact that enterprises are required to carry on production at least cost, 

I with maximum productivity, and with as little manpower as possible. Those, 
i ill the main, are the absolute economic principles in this country, and it is 
I up to the enterprises to realize them. It is not considered that an enterprise 
I should be an organization to solve unemployment by amassing manpower, 

I nor is an enterprise any kind of social institution. As a solid economic body, 

I an enterprise is not to take account of such non-economic considerations. 

I Enterprises have their economic funds and funds of a social character 
I available meeting the statutory tax levy and contributions (or their “social 
i obligations’’, as they are termed). Form that remaining income, called 
I net receipts, an enterprise pays its workers and office employees. Incident- 
j ally, the obligations toward the social community were established in rela- 
i tive amounts. Thus enterprises are most concerned to realize the highest 
I income, or net receipts, which they allocate independently to salaries, econo- 
I mic funds and the social expenditure fund (or the “common consumption 
j fund”, as it is termed). 

However, in case the income or net receipts are not the outcome of the 
workers and employees own effort, then such an enterprise has no authority 
to allocate the relevant part of the net receipts to salaries and the social 
fund, but exclusively to the economic funds (the basic assets fund, the work- 
ing assets fund, and the reserve fund). An enterprise itself appraises the 
degree of its striving, v/z. the part of the net receipts which had been realized 
through own effort and the part which had accrued from the market move- 
ments. Here there exist specific ratios, as will be shown further on. 

Accordingly, the mechanism of distribution of the income spurs an 
enterprise on to make maximum efforts in order to realize the highest amount 
I of income on the basis of productivity while at the same time it does not dis- 
I courage it from realizing the income warranted by the market conditions 
(of course, in so far as there are no State price controls). 

Consequentiy, in addition to what has been said, it is in the interest 
of society that an enterprise practice remuneration of its workers and office 
employees in accordance with the success of the enterprise and their personal 
success. In other words, there must be no high and low salaries, but remu- 
neration according to the combination of general and individual success. 

; That principle, which is at the base of the Yugoslav economic and social 
' system, has been termed remuneration according to work. 

A scrip of probleins occur in this context, but they are beyond the 
pope of this paper. It is pertinent to mention only that those problems 
i involve the objective factors, such as salaries, which can play a significant 
role in the formation of the income, in individual enterprises and affect 
the mutual ratios of the salaries of the workers and office employees of different 
enterprises which find thenaselves in varying economic situations. However, 
ill those domains there exist significant all-society instruments which serve 



to eliminate the effect of the objective factors on the. salaries, beside .the ^ 
stated obligation' of an^ entei*prise itself not to include in' the salaries that^part ' 
of the net receipts which is not .the product of the wo.rkers '.and office 'e,m- i 
pioyees own efforts. .Likewise there exist agreements between the laboiir ^ 
unions and the producers' associations of particular economic branches 
regarding the basic criteria of remuneration in enterprises of the same branch. 

Lastly, it is not unimportant to mention in this context that possible 
pay differentials which may be brought about by the objective situation 
of an enterprise and its policy actually tend, in this phase of development, 
to promote production and the operation of the enterprise, and therefore 
represent a positive factor. Such is especially the case in economically 
undeveloped countries. Later on, though, pay differentials in various enter- 
prises may present a more serious problem if they are not exclusively the 
result of higher productivity. Therefore, it is indispensable to watch that 
problem very carefully, which is exactly what is being done in Yugoslavia. 

9. Even though social considerations cannot be counted with the 
aims of operation, they can manifest themselves in the results of an enter- 
prise’s activity. For example, an enterprise may not include in its calcula- 
tions those outlays which are not of a strictly economic character, if the law J 
forbids it (for example, outlays for the training of personnel, and so on). ' 
But in this case the law defines the extent of those outlays (as a rule in rela- i 
tive amounts). 

However, enterprises are afforded a possibility of utilizing the com- i 
mon consumption fund for social purposes. The degree of this utilization j 
is conditioned in the first place by an enterprise’s success in is operations, and ; 
in the second place by the policy pursued by an enterprise. An enterprise ! 
itself decides whether and in what measure it will make an allocation to the I 
above fund from its net receipts. The decision is conditioned by different ; 
needs, the policy of an enterprise, and its maturity. The relevant resourees | 
may be utilized by an enterprise to erect housing developments for its work- | 
ers and office employees, or for health, cultural, sports and other needs, j 
An enterprise may grant loans to its personnel for the purchase of houses or j 
dwelling units, and so on. | 

Under conditions of workers’ management of enterprises, it is obvious | 
that, beside the economic motives, social motives, too, must be in evidence. I 
As a result, even if, for example, layoffs of manpower might be dictated 
by economic considerations, no automatic action at all is taken such as would 
be the case in conventional economic enterprises, z.e., by dint of economic 
laws. An enterprise is far more orientated toward increasing production 
than toward the layoff of workers. And even if it is not feasible to raise j 
production, social considerations will nevertheless be respected in making ' 
the difficult decision to reduce the labour force. t 

SOME QUESTIONS ABOUT THE MEASUREMENT OF MANAGEMENT | 

10. This complex issue can be approached from several angles. We • 
shall try to illuminate it from the viewpoint of an enterprise itself and from : 
that of the social community. 

First of all, the workers and employees of an enterprise are concerned | 
for its maximum success. Larger success means higher pay, higher econo- I 
mic funds that safeguard a steady future development, and higher non- ; 
economic funds that safeguard superior social conditions in connection with i 
their work. Simultaneously they are the managers of enterprises, on behalf : 
of the social community. 

Since it is a question here of an economy in which, there is a market i 
and mutual competition, there is also a permanent striving to effect improve- 
ments in management. Since they do not enjoy special State protection, 
as is often the case with public corporations in an economy in which private 
capital is the rule, the working collectives find themselves in a situation 
where they have to rely on their own resourcefulness and capability in 1 
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i management. Otherwise,, in the absence of those qualities, they can. land in 
I a sitoation similar to bankruptcy. 

i r This situation makes it incumbent upon enterprises to make careful 
analyses of their work, and this is also required by law. Those analyses 
are made on the occasion of every settlement between an enterprise and the 
social community, as a rule every six months and invariably at the end of 
the year, he., in preparing the statement of accounts or the balance-sheet. 

Of course, it is difficult to give “recipes” to enterprises regarding objec- 
tive methods for appraisal of the value of management. As a matter of fact, 
we have no such recipes in Yugoslavia. For an appraisal of their own 
management, enterprises first have to eliminate extraneous influences from 
consideration. This elimination, though not easy, is feasible. Firstly eli- 
minated are all the changes resulting from regulative measures by the State, 
e.g., changesdn the turnover tax, in other taxes and contributions, changes of 
tariffs, and so on. But elimination of those measures is still not enough to 
; be able to pinpoint the “net” results. It is also indispensable to analyse 
the effect of the market. For one thing, utilization of the market opportuni- 
ties must be regarded as a positive criterion in appraisal of the value of 
; management. However, when it comes to establishment of productivity of 
labour, those movements are apt to dim the picture. 

The stated three factors — regulation by the State, the market move- 
ments, and productivity — which have a stimulative effect even if they are 
I observed separately, will provide a more or less objective picture of the 
I results of operation. 

However, it is not enough to observe only the results of an enterprise 
I as a whole. It is indispensable to observe them also by the component 
I parts of an enterprise (its departments, groups, etc.), in view of the pro- 
I nouneed tendency To pay the workers on the basis of the success of the 
I departments or groups and the personal success of the workers inside those 
; units, measurement of the efficiency of the work of those units forms the 
basis for such remuneration and is highly useful for establishing the weak 
i points of management. 

I Of course, it is not the material yield alone that is competent for an 
appraisal of management, much as it commands first-class importance. As 
has already been pointed out, fulfilment of the set task has the same vaiiie. 
However, appraisal of the fulfilment of the task is indissolubly bound up , 
with material performance, unless it is a question of magnitudes beyond 
measurement. 

The moral relationship has a prime importance for an appraisal of the 
fulfilment of the social task by an enterprise. It would be wrong to under- 
rate this moral factor. It is inconceivable that an industrial enterprise might 
renounce the fulfilment of its social production task even if that involved 
material sacrifices (the social production task must not be identified with 
some administratively-established task on the part of a State organ). 

For purposes of appraisal of the efficiency of operation, there also exist 
! in all industrial enterprises internal organizational units, the most notable 
; of which are the financial-analysis groups. These play a significant role in 
, connection with analysis of the itemized financial results in accordance with 
; individual elements of costs. 

However, industrial enterprises can also retain the services of special 
organizations for financial research and auditing as well as of technical- 
economic bureaus specializing in expert research and acting as consultants. 
The first type of organization is quite numerous. There are twenty of them 
and they specialize, inter alia, in the organization of economic operations 
(calculation of production, commercial service, bookkeeping, etc.), in the 
j scientific organization of work, the preparation of investment schemes, the 
mechanization of office work, filing services, and so on. The bureaus are 
very lew thus far. The usefulness of both types of organization has been 
proved beyond question, all the more or since they are not under any State 



control, ' but represent consulting agencies whose services are retained and | 
paid for. Also, their services cannot be imposed on' industrial enterprises. ,1 
Consequently; the development of those agencies depends on' how much their i 
services will be in ' demand on the part of ' industrial enteiprises. Actual j 
practice has revealed as much. - The need for outside appraisal of the finan- j 
cial efficaciousness is appreciated by industrial enterprises, as a result of which j 
a larger number ^ of organizations devoted to such evaluation are operative 1 
and are accomplishing their tasks quite well. On the other hand, it its often j 
considered that an industrial enterprise has enough knowledge within its own | 
complex and that external factors can be of little help. This is the basic I 
reason why there are not enough such organizations, which would be j 
indispensable as an adjunct to adequate management of enterprises and an | 
appraisal of their efficiency. j 

11. Appraisal of the value of management by outsiders is fairly i 
complicated matter. It becomes even more complicated in case the appraisal | 
involves dismissals of managers or changes in the methods of management, j 
In the Yugoslav system it is the enterprise itself, vzz. its Workers’ Council I 
and Managing Board, which concerns itself with its director and top manage- | 
ment. As a rule the outside valuers, the State organs, can influence that but ! 
indirectly, as will be explained further on. j 

In the Yugoslav system one must distinguish two types of action as 
regards the appraisal of management, viz. the action pursued by the central 
organs and that pursued as a rule by local organs, that is to say the 
communes. 

The central organs have valuable statistical data at their disposal which 
enable them to follow the activities of all enterprises in the country, notably 
those of each single enterprise. The data gathered are those that can be of 
interest for an appraisal of the relationships inside the enterprises : 29 
elements altogether. Inter alia, the data bear on all the various elements of 
the gross product, all the funds, investment loans and short-term credits, the j 
income, the net receipts, and so on. These data are classified according to 
the economic branches and domains to which the enterprises belong. The 
National Bank, as the unified organism at which ^11 industrial enterprises 
deposit their funds and through which they transact all their cash operations, 
organizes this whole service, termed Social Bookkeeping Service. On the j 
basis of these data (six-month and yearly ones), all the organs, from the ; 
commune to the Federation, are able to follow the activity of each individual | 
enterprise or economic branch. | 

The comparisons made have been yielding extraordinary results. | 
However, the data are utilized differently by the central organs, and different- ; 
ly, as a rule, by local organs. ! 

The central organs employ those data as a means of management of the ; 
economy. Comparative analyses make it possible to establish the extent of j 
tax burden, the movements of income and net receipts, salaries and funds, 
and so on, and on that basis can be made the necessary decisions regarding 
planning for economic development, the stimulus of the system, the reaction 
of the enterprises or branches to particular State actions, their behaviour in j 
given situations, and so on. i 

The same data are also used by the central organs to present before the 1 
People’s Assembly analyses of the situation of individual economic branches | 
and suggest measures for improvement of their position. Thus, for example, ; 
the committees of the People’s Assembly have examined the position of the j 
Yugoslav electric power industry and produced useful recommendations for I 
its future work. Currently the position of the Yugoslav Railways is being i 
debated and appropriate recommendations will be made. 

However, those committees are not dealing with the situation of , 
single enterprises within the electric power industry or the railways, but are : 
viewing those branches as a whole, and the recommendations relate but j 
indirectly to the particular enterprises inside those branches. ' 


NOTM: 


9 



NOTES 


lo 


I . Although there exist special committees of the People’s ■ Assembly oa 
I social /assets,' which committees ,as a rule consider the adequacy of the 
I utilization of social property, they.do not deal with the position of ihdivid'ual 
j indus'trial enterprises— which .number several thou^nd; However,; that 
i matter may be covered in the future, proceedings of those committees; the 
j possibility of such consideration is certainly not to be excluded. " 

j It follows, then, that the Federal or central organs hardly go into an 
j appraisal of the management of individual enterprises, unless it is a question 
I of the most significant communities which command an exceptional impor- 
j lance for the economy of the country. 

However, there is a different situation when it comes to the local organs, 

I primarily the communes. Having all the necessary data of the Social Book- 
I keeping Service at their disposal, they carry on appraisal of the working of 
j enterprises singly and on a comparative basis, 

I First of ail, local organs appraise the financial results and the possibi- 
I lity of their improvement. Since the commune gets a share of the tax 
levy and the contributions of enterprises — which levy and contributions are 
I prescribed exclusively by Federal Law whether in regard to the amount of 
i tax and contribution payable by enterprises or the commime’s own share 
I from, that revenue — the commune itself is highly concerned financially in the 
j success of the enterprises on its territory, it is interested in having the 
I operating results of enterprises constantly improved. 

I The commune examines the adequacy of utilization of the assets, the 
■ possibilities for improving the efiiciency of management, and even itself 
assists an enterprise as much as possible both in regard to labour, the promo- 
i tion of workers’ training where feasible and warranted, the granting of invest- 
ment loans, and so on. 

The communes pursue various methods in this activity. They utilize 
the data of the Social Bookkeeping Service and the analyses furnished by the 
enterprises themselves on the basis of Federal regulations, and the data of 
their own organs of management. There is no uniform proceeding in the 
use of the coraparative^ method, the analysis of production costs per unit 
of product, the analysis of the effectiveness of fresh investments, and similar 
considerations. Those methods are at present being studied with a view 
toward the constant improvement of the communesV co-operation with 
I enterprises.',, . . . ■ 

However, an essential importance attaches to the relationship of the 
commune and other political-territorial units toward an industrial enterprise. 
The State organs may undertake no direct action. In case they consider 
that an enterprise is not efficient enough and that possibilities exist for 
improvement of management, or if they deem that that inadequate disposi- 
tions have been made, they can only offer recommendations and opinions. 
They may not issue orders to enterprises, enact individual regulative measures, 
and so on. The carrying out of a recommendation depends on the enterprise 
itself. Therefore, whether a recommendation will be put into effect depends 
on the adequacy of the measures recommended, and also on the extent of 
the awareness of an enterprise itself of that adequacy. 

It goes without saying that the political-territorial units will not issue 
recommendations concerning the internal organization of the production 
process. That cannot be the subject of regulation by outside agencies 
: either, but recommendations can be issued toward improvement of the 
; financial results and economical use of assets. 

However, there are direct actions which can be undertaken by the 
, commune in relation to the management of an enterprise, but only in event 
of unlawful operations. That subject will be dealt with in the chapter on 
: the relationship toward the State organs. 

13. As can be seen, so far somewhat different relationships have been 
I evolved in Yugoslavia than in other countries to measure the value of 



iliaiiageiiieiit of mdustrial enterprises. ' It is‘ a question of a coniparativelv I 
young, economy and comparatively young' industrial enterprises, .'But' that 
should not.be of the. essence. The essential -point is that industrial production 
•has been growing since 1953— the year when workers’ management was intro- 
duced— by 'an average of i i per cent annually. This' year a'fourfoldp'roduc- 
tion is being marked over' 1939. ■ Thk definitely is a'rate of . increase which 
has" hardly 'been excelled anywhere. 

In these relationships involving the quality of management of indus- 
trial enterprises we have omitted an occasional negligible quantity. The 
scope of the overall advance of industrial enterprises is so vast, and the 
actual progress made so remarkable that subtle measurement of management 
comes second. Nonetheless that does not mean that the matter does not 
rate attention, from the point of view of lucrativeness, maximum productivity, 
and the attainment of optimum financial results while fulfilling the production 
tasks. ■ 

III. SOME PROB'LEMS O'F MANAGEMENT ' 

14. Emergence of industrial enterprises lends a significant characteris- 
tic to management. Indeed in case the material conditions of exploitation i 
are not safeguarded at the foundation of industrial enterprises, then, no ! 
matter how qualitative, self-government can only mitigate the negative ; 
components caused by wrong investments. As a result, the methods of | 
investment making, too, command a great importance. In this, from the 
point of view of the Yugoslav economy, investment policy represents one of I 
the key problems in the guidance and promotion of industrial production i 
and the economy as a whole rather than of individual types of production 
■alone." . 

A number of considerations have influenced the Yugoslav system of 
investment. One ofthe considerations is to guide and develop the economy, 
by way of investment policy, in accordance with the economic policy of the 
country; another consideration is not to have the investments, their type, 
size and capacity, under the direct management of the State where that 
influence can be avoided and where it touches upon State-bureaucratic 
methods; a third consideration is that there should be a money market to i 
an extent which does not hamper the planned guiding ofthe economy, thus 
effecting a certain "'decentralization” of investments; further, the investor 
should he materially , dependent upon the effectiveness of his investment to : 
the largest possible degree; and lastly, an enterprise should use its own 
means for new investments, in accordance with its economic capacity. 

Those guiding principles for the realization of the investment policy 
have originated, inter alia, from the liquidation of the earlier methods where 
the State was by far the prevalent investor, where it determined the kinds 
of investment to be made, their size, the relevant projects and their location, 
and where it bore the sole responsibility for all that. Despite certain posi- 
tive aspects, that earlier method also had large weaknesses which were 
primarily exhibited in a dissonant economic development, in the creation of 
grave disequilibriums and in the impossibility of co-ordinating all the needs. | 
in the long run, the idea of detailed planning for development by the State ' 
proved unrealistic. That former system of investment always carried a : 
danger of bureaucratization of investment policy and of its overwhelming 
development in accordance with political rather than economic criteria. 

However, those principles were abandoned and new ones, described i 
above, were adopted, which, in the main, are implemented in the following : 
way: 

—The Federal People’s Assembly (the central parliament) determines 
in its social plan the basic levels of spending on investment, establishing ; 
them in aggregate amount and allocating the investment means in global ; 
amounts to individual economic domains and branches or to a particular : 
type of production; . . 
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NOTES ! —The central parliament establishes the investment projects individual- 

! ly where it is a question of public works or the largest reclamation projects, 
i highways, railways, for where it is a question of the most significant indus- 
1 trial projects like electric plants and the largest projects of the extracting in- 
1 dustries.' In such cases, the size and the capacity as well as the location 
1 and other elements are established, on a basis of profitability by technical, 
j economic and financial experts, upon whom political factors have no statu- 
! tory influence, although of course a de facto influence cannot be excluded; 

I —On the basis of the lines traced in the social plan, the bank invites 
! bids. Eligible to bid are industrial enterprises and other legal persons, which 
! may be interested on the basis of their investment programme. Loans are 
i granted to those enterprises or legal persons bidding which have proved 
to be the most profitable and likely to have the most eificient production 
: at lowest cost, which are capable of repaying the loan within the shortest 
I time, and which offer the highest proportion of their own participation in 
i the total amount of the prospective investment. It goes without saying 
that a prospective investor has to give financial guaranties that he will 
^ repay the loan. As a rule such guaranties are furnished by the political- 
: territorial units, and also by the enterprises from their own funds. 

—The bank which is to grant the loan examines, through its own 
experts, the investment programmes to see whether the profitability and 
i effectiveness of the investment have been correctly established and whether 
I all the necessary conditions exist for a particular type of investment, and so 
I on, excluding any political influence from those considerations, which actual- 
! ly represent but a technical issue. Economic policy is concerned with the 
I total amount to be invested in particular projects or types of production. 

I Here the social plan, i.e., the State, is competent. The size, the projects, 
i the location, the efficaciousness of investments belong to the purely technical 
; domain and are the responsibility of the investor, being under the super- 
I vision of specialists for the given economic branch or production. 

j In addition to centralized assets there also exist decentralized ones with 
! the same basic function. The last are held by the communes, towns, distri- 
I cts and people’s republics — ^the political-territorial units — as well as by eco- 
i nomic enterprises. 

j From decentralized assets, in general, investments are made by the same 
I method as described above. Those assets are frequently employed as the 
j self-participation basis for obtaining loans from the centralized assets. 

j The enterprises’ funds also serve, on the basis of a decision by an enter- 
i prise itself, for making investments and these assets are frequently employed 
! as a basis to obtain loans from the centralized investment sources or from 
I the decentralized resources held by the political-territorial units. 

i It can be seen from the above that in the case of investments it is 
I always a matter of the investor’s interest in promoting some particular produc- 
I tion and that the basic responsibility for the profitability and effectiveness 
of investment rests on the investor. Every investor will be extraordinarily 
j concerned to attain optimum production at the least cost, not only because 
^ the loan has to be repaid to the bank, but because the enterprise will be 
i realizing in its current production an income accordant with the profitability 
of production. 

On the other hand, the social community safeguards planned develop- 
ment by establishing the aggregate levels of expenditure. The extent to 
which the function of the ag^egate amounts will be allocated as to invest- 
ment or production is conditioned by the needs planned for. Likewise the 
! competition of enterprises and other legal persons to obtain the set resources 
affords to the community a relative safeguard that the most lucrative invest- 
ments will be made, and in those domains for which the social community 
! is interested. Thus a place has been given to the monetary market in a 
. measure favouring the planned development of the economy, accompanied 
: in this domain, too, however, by an orientation toward the widest possibili- 
> ties of independent action by industrial enterprises. 
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H,owever,. the coinpetition alone of enterprises, on "ilie nionetan; 
.inarket of investm,e,n,t , means'’ could not satisfy by itself all the social needs, 
considering that there are eco,noiTi.icall.y backward areas in the country which 
a plaiiiied ecoi.iom,y ' cannot .neglect as long' as those areas -exhi.hii the least 
possibility of lucrative investment. Special measures are being undertaken 
for t,lie4eveiopnieiit of such areas, with due care not to prejudice the general 
ecGno:m,ic criteria as to investment, making. This" is achieved by enabling 
the' ecoiio,mica,ily undeveloped areas, through gra.nts-in-aid, to obtain loans 
from, the central assets in,tended for investments, or by establish,ing, the general 
location of particular types of investment projects which do not directly 
depend upon definite raw material sources, ■ and generally by canalizing the 
investment means into such areas in the most reasonable way. For these 
loans as well bids have to be made by undeveloped areas in mutual competi- 
tion, from which the developed areas are excluded. 

15. Such general solutions of the investment method, consonantly 
with the bases of the overall economic system, would be incomplete unless 
one recalled the extraordinarily important technical and economic consider- i 
ations determinant for investment-making from the social view^point. in | 
effect, it is stipulated by law that no investment loan may be granted or work I 
started on an investment project unless there is an investment programme, | 
drawn up by a qualified organization and approved by the appropriate | 
State organ through its experts. 

The investment programme has to cover all the points w-hich are neces- 
sary for establishment of a social guaranty as to the efficaciousness and 
liicrativeness of the investment, as well as technical equipment. The invest- 
ment programme covers the results of research accompanied by an analysis 
of the raw materials basis; a maAet analysis and statement of possibilities 
for placing the products; an analysis of the technological processes: an ana- 
lysis of the macro-and micro-loGation; a calcuiation of the working assets 
needed, the necessary means according to technological striicture and invest- 
ment terms, as well as the calculation of amortization ; the selection of the 
productive capacity; the price structure of the proposed production; the 
agreement of the agricultural authority for any projects involving reciama- ^ 
tion; an economically-motivated calculation of iucrativeness together with the ' 
basic indices; then it provides a graphic representation of the wilder and 
inner location and of the technological processes; the list of the larger build- 
ing structures; and a list of the principal equipment. 

No investment may be entered into without such a programme, no 
loan can be obtained from the banks without it, nor construction work 
launched, no matter whether it is a question of an enterprise’s own means ■ 
or those from another source. 

Thus there exists a definite social guaranty as regards fixing of ade- 
quate size, optimum ratio of costs and investment, and location. The 
social guaranty occurs precisely through the competition of a number of 
prospective investors for the same means and the same type of investment ; 
programme and their data, it is possible to establish which is the optimum ' 
investment in any concrete case from the social viewpoint as well. 

Of course, the data may be inaccurate, or they may be coloured with 
undue optimism just so as to obtain the necessary means. But that is why 
there exist technical commission charged with checking the accuracy of the 
data offered. This is not to imply that the preliminary expert appraisal 
must be infallible. However, within the complex of all the stated factors, 
in the comparison of the programmes of different investors and their 
scientific analysis, lies a sufficient, and the maximum possible, social 
guaranty for the adequacy of the investments. In this the risk borne by 
the investor in connection with the investment lends a special quality to ' 
those investment methods. 

16. There is no competition among prospective investors where it is 
a question of investment in public works, reclamation and improvement ; 
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NOTES , projects, and in those industries which have been listed above (the, electric 

: power industry, etc.),- The social, guaranty of profitability and other opti- 
. : muni solutions tie in t.lie scientific and' technical proficiency of the specia- 
: lists who propose and 'approve .these investment programmes. Elimination 
of political intervention, 'the intervention, of. the authority of the ..Adminis- 
, .tration, is a trend which niay- nofnece.ssarily always succeed, .but .when 
^ that influence exists, it primarily relates- to .the location and occasionally 
the size of the investments. However, the - types .of investment i,iivolving 
: direct establishment of projects- on the. part of the State should present 
; an exception within the general system o.f investment, but not in regard to 
the significance of such investments. 

17. Industrial enterprises, through their funds occupy an important 
place in the province of investment. The appropriate funds which are 
allocated from the income of enterprises are freely appropriated themselves 
for new investments, those means account for a substantial part of the 
total gross investments in the country. At the same time it is to be 
remembered that sometimes it is difficult to distinguish new investment 
from spending on replacement of obsolete installations, even though it is 
a question of ''pure” categories from the economic point of view. Very 

I often new investments serve to enlarge installations which are being replac- 
ed, so that such replacement also represents a new investment in some 
; measure. It is to be noted that amortization, which otherwise serves for 
replacement of basic assets, may legally be utilized also for new installa- 
tions iipon decision of an enterprise itself, 

I The significance of enterprises in regard to expansion of their activity 
’ through fresh investments is enhanced by the possibility of pooling the 
means of enterprises, which subject will be dealt with further on. 

' In view of the methods of investment, the problem of general planned 
guidance of investment becomes more delicate in an economy like 
Yugoslavia’s. Solutions have been provided not only through the material 
interest of industrial enterprises, but through social approval of the in- 
vestment programmes, as well as the attracting of the available means of 
. the enterprises into joint investment. However, the described methods of 
guidance were not laid down for all time but are subject to change. For 
now there is an enormous demand for new investment, which in fact is 
the natural tendency of any expanding economy. The investment methods 
safeguard the independence of enterprises in this domain, too, and on the 
other hand, they serve to safeguard the efsential interests of the planned 
development of industry and the economy. All the more so since the 
social plan schedules industrial development for a longer period of time. 
Enterprises and other investors know what branches of the economy or 
industry have to be promoted for the sake of a harmonious general deve- 
lopment. If they fail to gain financial and technical capacity to make the 
investment by which society safeguards the future, then they themselves 
will be the ones to bear the consequences. For now there are far more 
, applicants for loans than there are social means or the means of enterprises. 

18, The question of personnel has a special importance particularly 
in an economically undeveloped country. The following observations are 
offered in that context. The success of new investment is conditioned by 
capable personnel—siich is the old veriety which can never be repeated 
frequently enough. Every new technological process demands its specia- 
lized personnel. As a result, provision was made for investment loans to 
incorporate also investment for training such personnel. As a rule such 
outlays form a distinct item. The investor is required to plan in advance 

: for his personnel needs, to find the necessary workers and office employees 
and determine the possibilities for their training within the country in 
enterprises pursuing a similar production, or abroad. Very good results 
have been recorded in sending future specialists to progressive and soundly 
, organised enterprises within Yugoslavia. 
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However, it is not merely a question of specialized ' personnel for new ' 
technological processes, alone, but of skilled technical, 'economic, financial, 
.administrative, commercial, , legal and other personnel whom, an enterprise 
cannot , itself train, at least not directly. 

It is hardly necessary to add that this, quest io.n is. being accorded the ■ 
atteiit,ioii it rates, as witness the opening of a range of vocational schools, : 
faculties, and so on, in accordance with the general lines of the social ; 
plan, the needs of the enterprises,, and the trends of deveiop,ment. 

Special attention is being paid to adult education. Enterprises and | 
their joint organizations have been setting up centres to provide workers 
with practical knowledge. The enterprises themselves select from among ? 
their workers and office employees those for further professional practical 
training. The State, through its local organs provides the basic conditions, 
giving the initiative for establishment of the centres where this is not initi- 
ated by the enterprises themselves or their organizations. With its tax 
policy the State facilitates the establishment of the centres by approving 
certain spending as material outlays subject to deduction from tax assess- 
ment. Further, the State establishes and ensures the material conditions 
for the founding of instructors’ centres, which serve to help the training 
with their work. Likewise there is a school for industrial executives which 
was established with United Nations assistance of material and personnel. 

As can be seen, in this domain too the basic responsibility rests on the 
enterprises and their organizations, which is the only possible way, consi- 
dering their independence and status in the economy. The social community, 
from the commune to the Federation, only provides conditions so that the 
initiative of enterprises may express itself in this respect as well, except, of 
course, for general education which is within the direct jurisdiction of the 
State. 

19. The personnel policy of enterprises is conducted by an enterprise 
itself through its highest organs. Factors from outside the enterprise have 
an influence on the selection of its director only. AH other matters — 
determination of jobs, assignment of personnel, their promotion and dis- 
missal, as well as pay — are the concern exclusively of the appropriate 
organs inside an enterprise itself and outside factors have no right to 
interfere. Of course, in this domain there exist significant statutory 
guarantees and control. 

However, at present outside factors have a fairly significant influence 
on the selection of the director. The director of an enterprise is nominated 
by a commission composed, on a parity basis, of the representatives of 
the Workers’ Council of the enterprise concerned and of the representa- 
tives of the commune. The director is selected on the basis of competitive 
applications, which are invited on the basis of specific conditions for the 
position as to technical qualifications, past service in particular posts, 
testimonials of experience, and so on. The commission nominates from 
among the applicants the one most largely fulfilling the stipulated condi- 
tions. The commune where the relevant enterprise Las its seat issues the 
decision of appointment; the commune is not obligated to accept the 
candidate proposed by the commission, but in such a case applications are 
invited anew. Only in case that no appointment can be made even at 
this second try may the commiie appoint a director at the instance of 
the commission without competitive applications. 

Exceptionally, where it is a question of industrial enterprises with a 
special significance, such a commission includes also the representatives of 
the Federal Government, the Republican Government or the District, 
depending on the requirement of the superior organs. In this case, too, 
an identical appointment procedure is observed. It is to be noted, though, 
that recourse to such a method of appointment has been made only in a 
few cases thus far. 

The question of the director’s appointment rates such a detailed 
description for two reasons: first, on account of the director’s importance 
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^ ill Yugoslav' enterprises, .. 'which subject will be considered , further below.; 
and second, because the director is the only i,iidividual W'ho is not appoint- 
ed, by an enterprise itself, through its top organ. 

Such a method of appointing directors has its weakiipses which 
; have drawn criticism in Yugoslavia., it is considered that the influence of 
outside agencies is unnecessary in appointing a director. The latter is 
responsible only to the superior organs' of an enterprise, anyway. It is 
considered that this method of appointment of the director is a vestige 
from the past when he was the only organ of an enterprise and one 
possessing at the same time the powers of a State organ. Consequently 
the ultimate solution lies along the line of the director’s selection by the 
top organ of the enterprise. 

The position of the director of an enterprise calls for a definite 
stability of tenure. This is guaranteed 4o him in necessary measure by 
the law, which stipulates that a director can be relieved of duty only in 
specific cases, v/z, (a) if he fails to comply with the prescripts in his 
; work; (3) if the enterprise is unable to meet its obligations to the social 
commimity; and (c) if it is found that there has not been realized that 
amount of income which could objectively have been realized, or if extra 
losses have occurred in the operations because of the incapability or 
negligence of the director. 

A proposal to relieve the director of his duties is introduced by 
; the top organ of the enterprise. The proposal is considered by the same 
I commission which is also competent to select a director. 

i The third reason — (c)— for relieving the director of duty seems not 
i precise enough, but it coulS not be made more precise. An "'objective 
i establishment of the possibilities of realization of the income” is required, 

I which can only be arrived at by appraising the effective situation of the 
I enterprise and the director’s own capability — and which leads to appraisal 
I of the worth of the management. However, even this is arrived at on the 
basis of a demand by the top organ of the enterprise which itself has 
already researched certain negative conclusions. 

THE RELATIONSHIPS OF THE STATE ORGANS TO INDUSTRIAL ENTERPRISES 

20. Questions involving these relationships have already been con- 
sidered above. Only the questions of financial relationships and control 
remain to be dealt with here. 

Special significance is attributed to financial relationships. These 
have been established as they are not merely with the object of adequate 
taxation, but primarily so as to have the raaterial interests of enterprises 
manifest' themselves in maximum measure. Stimulation of the operations 
of industrial enterprises is being built^ u in this very domain. 

Ill approaching, this problem one should recall that in Yugoslav 
industrial enterprises there exists no proprietor on one side and personnel 
on the other, with resultant contrasting fundamental economic interests 
between the proprietor with his manager and the factory personnel. The 
result of those contrasting interests would be "automatic” taxation of 
i the profit by the State. Of course, today all that is more complicated 
in private enterprises also, as well as in public corporations. Thus gene- 
ralization is warranted only for purposes of comparison with enterprises 
of the Yugoslav type, in which there is absolutely no "proprietor’s lever” 

, or representation of the proprietor’s interests. For this reason, the 
' financial relations with the State (termed "the system of distribution of 
income in Yugoslavia), from the point of view of allocations toward 
social obligations, differ essentially from those involving public corpora- 
tions of any other type. Here the law has to define the resources which 
are subject to taxation and not merely to determine the method of 
allocation of these resources. The foregoing reveals the whole delicate 
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and fax-reacliing character of the "‘system of distribution of the total I 
receipts.” . I 

In their operation enterprises realize a gross product (total receiplsj. : 
From the gross, product an enterprise meets its material outlays, amorti- | 
zation, the value of the basic assets, interest on the basic. assets, interest ! 
on the working assets (a kind of tax ^ on “capital’* as it were) and the j 
land tax, as well as the turnover tax . if this is levied on a given product, i 
The balance represents the income of the enterprise. 

The income of an enterprise iS' subject to taxation in, that a “con- ■ 
tribution from the income” is payable on it, but this particular levy 
accounts for a small part of the social revenue compared to the other 
forms of tax and contribution. • 

The contribution from income is assessed on the basis of the ratio 
of the minimum personaT income of the workers and office employees to 
the income of the enterprise. The contribution is levied on a progressive 
scale. However, subject to this levy is only the margin of ineome ^ above 
the minimum personal income of the workers and office employees. 
The bottom contribution rate equals 20 per cent and the top contribution : 
rate 70 percent of the margin above the minimum personal income of 
the workers and office employees. 

The amount of the mininium personal income is determined by law, | 
in accordance with the qualifications of the workers and office employees ; 
and by economic domains and branches. The established minimum 
personal income has two functions, viz. {a) it serves as the basis for | 
tax assessment; and (p) the workers and office employees can in no case ! 
be paid a salary below the prescribed amount of minimum personal income. ; 

Incidentally, the contribution from income is divided between the ; 
commune, the district, the republic and the Federation, on the basis of i 
law and commensurate to the means invested in an enterprise. 

The amount of income left after payment of the contribution con- j 
stitutes the net receipts. The last are allocated by the top organ of the ! 
enterprise to the personal income of the workers and office employees and 
to the enterprise’s funds, in the mode described before in this paper, 

A contribution to the budget (being a kind of tax on salaries) and a 
contribution for social insurance are payable from the personal income 
of workers and office employees. i 

The mechanism of the distribution of the income is based on the 
following principles: 

— Subject to taxation are all the factors influencing the creation of 
the income, viz. “capital” (including a separate levy on fixed and variable 
capital respectively), market conditions — by way of the turnover tax on the 
products, through which economic policy is pursued in relation to individual 
products while also influencing production and the market; through the 
tax levy on manpower this essential factor of creation of income is 
influenced also; i 

— Use of a progressive scale to levy income tax on enterprises serves ^ 
to equate the income in the measure indispensable to ensure relatively i 
identical conditions of operation of enterprises; 

The effects of this system of distribution of income areas follows: . 

— Material outlays are determined on the basis of the process of ■ 
production itself. Those outlays are of a given magnitude which unaffect- 
ed by outside factors, except that the law bars the personal income of 
the workers and office and the investments from being met by being 
charged to those outlays. 

— ^The Amortization rate is established by State regulations, on the ,; 
basis of the value of machinery, buildings, and so on. Incidentally, in 
Yugoslavia a complete enumeration has been carried out of all the basic 
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i assets of enterprises, by a - standard method, and their value once_ estab- 
I iished, State regulations on amortization rates were issued., 

/—Income- is subject to levy, only if it has teen realized. There is 
: no anticipation of the income of industrial enterprises' in the sense of fix- 
: iiig in advance the amount of income an enterprise must realize, nor is 
i this fixed by the social plan- as its obligation. 

I —The right of an enterprise independently to allocate its met re- 
I ceipts to personal income and funds enables it to develop^ a pay system 
I .stimulative for its workers and office employees and necessarily adjusted to 
j the success of the enterprise as a whole. . This right of independent alio- 
I cation of net receipts is of great significance, for in this way responsibi* 

! lity for the personal income of the workers and office employees and for 
; further development of the enterprise through its own resources is transfer- 
^ red to the enterprise itself through its workers’ organs of management. 

I The results recorded in practice to date can be considered as satisfactory. 

—Through the agency of this system of distribution of income, the 
! interests of the enterprise are served, in that the labour force is reduced, 

I the production costs cut down, productivity raised, and income enhanced 
I —in other words, by realizing a large income, as has been pointed out 
I before. In view of the progressive nature of the contribution from in- 
j come, the larger the income the higher the contribution becomes. How- 
ever, at the same time a larger amount of the net receipts is left to the 
enterprise for allocation to personal income and funds. 

—The State organs exercise control only in regard to the lawful ap- 
plication of the regulations. As mentioned before, the State regulations 
I establish the principles and define the concepts of material outlays, amor- 
I tization, and minimum personal income, providing the basis upon which 
I an enterprise establishes its income and the prescribed taxes and 
I contributions. 

I State control is organized through the above described Social Book- 
I keeping Service, which acting through its inspectors examines the lawful- 
I ness of the use of social property. This Service operates independently 
I within the complex of the National Bank, through which all industrial 
enterprises transact their cash operations. In event of illicit action by the 
Service, enterprises enjoy judical protection. 

21. On the basis of their right to net receipts, industrial enterprises 
create their pay systems, which are established by them through their pay 
scale. 

A pay scale is issued by the top organ of an enterprise. This labour 
union and the commune may advance observations on it. In case the 
top organ of the enterprise does not adopt the observations, the parts of 
: the pay scale which are at issue are put before a tripartite arbitration 
i commission, composed of representatives of the union, the enterprise, and 
I the State organ, whose decision is final. The number of such cases 
I which have been recorded in the country equals only about 1.5 per cent 
j of the total number of pay scales. 

; The pay scales set the personal income of the employees in accor- 
I dance with the jobs and the methods of remuneration, viz. by prodiic- 
I tion standards, by performance, by unit of product, by economic units, 

; plus bonuses for executive personnel, rewards etc. In all industrial enter- 
i prises the assessment of jobs is made by a uniform method, which has a 
' significant effect on the pay scale too. As a result, the pay methods 
I depend upon an enterprise itself, yet this area is not beyond range of 
' social influence. 

! One important measure of social influence is the pay scale agreement, 
i This agreement is issued by the central Trade Union bodies in accord with 
I the central industrial trade associations for individual economic branches. 

! Such an agreement determines only the basic minimum relationships. 
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Another, measure of social iiilBiueiice- involves the formation of per- ! 
sonal . income inside enterprises. Since the success of individuals in an I 
enterprise depends o.n the success of the enterprise as a whole, real pay of j 
the workers and ofiice employees may range considerably above the ' pay ^ 
scale rates, not only, because a worker or office employee has fulfilled his ; 
production task~~by production standards, by unit of product etc.-— on the I 
basis of his superior effort, resourcefulness and proficiency, but also because ! 
the enterprise has realized a larger amount of net receipts. I 

It has already been said that if larger net receipts should accrue | 
the salaries of workers and office employees may be raised, provided that I 
the receipts are larger thanks to the efforts of the collective working group. I 

On this particular point there is social influence to ensure that no 
irregularities should occur in individual enterprises. In this context the 
commune may make recommendations to an enterprise toward increasing ! 
productivity. The recommendations entail no sanctions, being purely of a 
moral nature, and dn enterprise does not necessarily have to abide by 
them. Of course, this relationship can give rise to problems which can be 
overcome only with time. 

The internal methods of remuneration are a field in which very signi- i 
ficant problems are manifesting themselves, and which largely enter into | 
the domain of the scientific organization of work, being attended by all I 
those difficulties which are indicated by scientific literature. I 

2 . The price policy might be of special interest. In general the I 
enterprises themselves fix the prices of their products and services, consonant | 
with the existing economic mechanism, the market mechanism, and the i 
status of the enterprises. Thus an enterprise calculates its prices in accord- | 
ance with those elements, making the profit warranted by the market | 
conditions. I 

However, the State controls prices in accordance with the market ; 
situation and the needs of the social plan, viz, when the market situation 
so demands. 

State control is manifest in the establishment of ceiling sale prices 
of particular products, including as a rule the most important raw mate- 
rials (without discrimination between the enterprises), and in the special 
rights of the State organ (the Federal Price Office) involving control of 
increasing prices of particular products. This last control is operated as ; 
follows. The enterprise intending to raise the prices of any of its products ; 
which are comprised in the State list required to notify the Price Office ‘ 
accordingly. If there is no response from the Office within a specified time, 
the enterprise may increase the prices as per its notification. On the other i 
hand, the Office itself may demand a price increase, but only a few - 
such cases have been recorded in practice. Actually, this control amounts ; 
far more to observation of price movements than to de facto State control. 

This type of control had been introduced due to current movements 
on the market. It will be maintained as long as necessary, the fact showing ; 
that they do not represent a basic method of control. The fundamental | 
principle concerning prices remains based on the market mechanism, in- j 
volving a market which is guided in the necessary measure and subject to j 
the action of the social plan. i 

'■ . '■ ^ i 

.1 

NON-GOVERNMENTAL RELATIONSHIPS i 

23. We shall cite only a few relationships with a significant function | 
in the organization of production in Yugoslavia. | 

On the basis of law, industrial enterprises are aflSliated with the | 
Chamber of Industry, while industrial enterprises from particular economic | 
branches are affiliated with their trade associations. j 

In view of the fact that the State provides the basic material and i 
organizational conditions for the promotion of production, and in view ■ 
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NOTES: * of the fact that this promotion, technically speaking, does, not .belong 

within the sphere of action of the State, that task actually forms the 
responsibility of the producers or enterprises themselves and their associa- 
tions such as chambers and trade associations. 

Consequentiy ' those non-governmental organizations — chambers of 
r industrial trade associations—have the basic task of encouraging industrial 
I enterprises toward better' organization of production and ^ operation, and of 
* stimulating co-operation, joint production, specialization, adoption of 
^ scientific methods, and similar considerations. In particular, a chamber 
^ looks: to the Government as well It puts the demands of Industrial 
; enterprises before the State organs, considers the drafts of laws, economic ^ 
: measures and, last but not least, the draft of the social plan. 

In general the conclusions of the chambers and trade associations 
are not binding on industrial ente^rises, but are carried out by the 
members of the chamber or association on a voluntary basis. 

The Chamber of Industry and the industrial trade associations have 
become strong economic bodies. Theirs is a major influence on the 
work of enterprises. They are gradually creating their institutes, bureaus 
and other organizations which are helping enterprises with their work, 
while also assisting the Government in the taking of various actions. 

It goes without saying that there is a considerable amount of co- 
operation between the Government and the Chamber and trade associa- 
i tions. Through the agency of this co-operation, the Government is able 
: to evaluate in advance the measures it intends to take and, for another 
; matter, it is also kept informed about economic developments with a 
! major interest for economic movements and results. 

Finally it is pertinent to note that the chambers and trade associa* 

; tions are not agencies of business in the sense that they may themselves 
conclude contracts, undertake business operations and similar transactions. 

I ORGANIZATION OF THE MANAGEMENT OF ENTERPRISES 

! 24. In every Yogosiav enterprise there are three organs: the Workers’ 

Council, the Managing Board, and the Director of the enterprise. 

The Workers’ Council is elected by all the workers and office 
employees who are of age, by direct and secret vote. The workers and 
I office employees who have polled the largest number of votes become 
j elected to the Workers’ Council, regardless of what voting ticket they 
; were elected on. 

i The Workers’ Council, which numbers from 15 to 60 members, 
elects the Managing Board, while the Director is appointed by the method 
described earlier. 

i Workers from the basic activity of the enterprise must account for 
at least two-thirds of the members of the Workers’ Council. 

The terra of office of the Workers’ Council members is two years. 

I The Workers’ Council is the top organ of the enterprise. It con- 
ducts the economic policy of the enterprise, issues all the fundamental 
: acts of the enterprise, its statute, pay scale, rules on labour relations, 
protection at work, etc. The Workers’ Council allocates the net receipts, 

, issues the economic (annual and -long-term) plans, establishes the balance- 
sheets and the statement of accounts. It also conducts the personnel 
policy in a broad senst. 

The Managing Board, which numbers from 3 to 15 members, 
manages the enterprise. It issues the more important resolutions relat- 
I ing to operations and prepares all proposals for the Workers’ Council. 

It appoints, at the instance of the Director, the executive employees of 
the enterprise. It deals with complaints against the Director’s decisions 
' or those of the commissions for engagement of workers, and with similar 



■matters. Also, the Managing Board controls the work of the enterprise’s 
Director. , , 

The Director; of the enterprise organizes the production or work 
process. He heads the whole administration, . acting also as the disciplinary 
chief in so far as any of the relevant powers were not delegated to the 
disciplinary commissions, which deal with the graver offencesT 

The Director represents the enterprise before the State organs and 
the law courts. He signs on behalf of the enterprise, and he also makes 
all contracts. 

The Director may delegate his powers to his assistants or to a 
number of office employees. 

Such, briefly, is the internal organization of management. 

However, in an enterprise there also exists a collegium of technicians, 
composed of the top executive employees, which acts as an auxiliary and 
advisory organ to the Director of the enterprise. 

The Director has the right and obligation to prevent enforcement of 
any resolutions of the Workers’ Council and the Managing Board which 
are against the law. In all other cases he is obligated to put into effect 
the resolutions of those organs. 

These relationships may give rise to specific problems. One organ 
might encroach on the jurisdiction of the other organs. The Director’s 
authority might loom so large as to make his influence decisive. However, 
not all the problems which are called into being by life can be solved by 
the Law, which establishes the competencies of an enterprise’s organ in 
outline. Again such problems are solved precisely by life itself, by 
practice, and by a scientific organization of work. 
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BASIC PRINCIPLES AND TASKS IN THE M : 

OF INDUSTRIAL PRODUCTION IN THE USSR ' 

By ^ : 

:s. *s..NovozHiLo;v 

I. DEVELOPMENT OF THE SOVIET SYSTEM OF INDUSTRIAL , MANAGEMENT 

Questions in the organization of industrial management have always : 
been exceptionally ' important ' in the economic life of the USSR. Irnme- : 
diately after the October Socialist Revolution there arose the necessity 
of creating a new, Soviet system of managing the national economy, 
industry and separate socialist, enterprises. One of the first, steps in , this I 
direction was the implementation of the ideas put forward by V. I. Lenin on 
control over production and distribution of the product. The workere’ ; 
control played a great role in preparing the nationalization of capitalist I 
industry, the handing over of enterprises from private ownership to state ‘ 
ownership, as public property. For the management of the nationalized 
enterprises and planned organization of the socialist economy in December 
1917 the Soviet Cjovernments instituted the Higher Council of National 
Economy (VSNKh), and locally, regional, guberniya and uyezd Councils of ; 
National Economy (Sovnarkhozes). After the formation of the Union of 
Soviet Socialist Republics Higher Councils of the Union Republics were ! 
Set up.,' 

The first bodies for the management of the state (nationalized'! enter- ; 
prises were the , elected factory , and , works managements, which managed ^ 
production collectively . Subsequently, as qualified staffs were brought for- 
ward and developed from among the people the transition from elected bodies I 
to executives appointed on the principle of one-man management took place, i 

In order to mobilize all the country’s economic resources for the needs 
of the front during the period of foreign military intervention and civil 
war all enterprises were subordinated directly to the head administrations of 
the Higher Council of National Economy, which were the main links in 
industrial management, carrying out the centralized supply of enterprises : 
with material resources and the distribution of their products. ' | 

After the end of the civil war industrial mangement was reorganized ; 
on principles of economic accountancy and enterprises were combined into 
trusts, which then became the main links in industrial management. 

Industrialization with priority development of heavy industry was | 
adopted as the country’s general line of economic development. 

Special emphasis was given to stronger planned guidance, to planned 
discipline in the work of all state enterprises and to the observance of the most ^ 
rigorous economy in state expenditure so as to systematically build up accu- j 
mulation to pay for the industrialization. i 
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Beginning with 1929 the development of Soviet industry was guided by 

I the five-year plans. , 

To ensure the country’s industrialization and economic independence 
the first five-year plan envisaged priority capital investment into the industry 
producing the means of production, which was to receive 78 per cent of all 
I the investments allotted to industry. 

The creation of a large number of new industrial enterprises and even 
new branches of industry during the five-year plans necessitated the reorganiz- 
i ation of the higher industrial management bodies. In 1932 the Higher Coun- 
! cil of National Economy was divided into a number of industrial People’s 
I Commissariats, which were subsequently repeatedly broken down to improve 
the leadership of the rapidly developing industry. In 1946 the People’s 
Commissariats were converted into specialized branch ministries : the coal 
i industry, iron and steel and non-ferrous metal industries, oil industry, various 
machine-building, textile, light and food industries, and so on. The People’s 
Commissariats and later the ministries played an important role in shaping 
important branches of industry, organizing new production, ensuring techni- 
cal progress and strengthening the enterprises economically. 

By 1957 there were over 200,000 industrial enterprises in the USSR 
with 100,000 more under construction. It had become necessary to change 
the existing organizational forms of management of industry and construc- 
tiori for the system of territorial management. Instead of ministries the 
basic administrative units now were National Economy Councils (Sovnar- 
klu/es), organized according to the economic areas. As distinct from the 
Sovnarkhozes of the earlier period in the Soviet industry’s development 
when they had under them only enterprises of local significance, the present 
ones have under them enterprises of Union and Union Republic significance. 
Over two years of work under the new form of industrial management in 
conditions obtaining in our country have proved its viability and great econo- 
mic advantages over the former system of branch ministries. 

Thus the forms and methods of industrial management in the USSR 
improve continually, changing according to the conditions at each stage of 
its development in order to ensure a rapid growth of production and improve-- 
ment in the technical and economic indices of the work of enterprises. 

But irrespective of changes in the concrete forms of industrial manage- 
ment organization in the USSR, management is always based on the following 
basic principles : ■ 

(1) State planning which ensures concentration of resourees to 
carry out the most important economic tasks for the country 
as a whole; 

(2) Combination of profitableness of all state industry with that 
of separate state enterprises; 

(3) Uninterrupted technical progress in industry; 

(4) Democratic centralism in management; 

(5) Economic accountancy and material incentive. 

The principles listed also determine the most important tasks which 
are constantly the object of attention of economic leaders. 

Thus, consideration of the basic principles in the management of indus- 
trial production is important also for understanding the tasks in that field. 

11. STATE PLANNING WHICH ENSURES CONCENTRATION OF RESOURCES TO 

CARRY OUT THE MOST IMPORTANT ECONOMIC TASKS FOR THE COUNTRY 

AS A WHOLE 

The main principle underlying the structure of the Soviet system of 
industrial management is the socialization of all important means of produc- 
tion, which in the Soviet Union are State socialist property, that is, the 
property of the whole nation. Forty-two-year experience of economic 
construction in the USSR is convincing proof that the state management 



is tliC' most effective form of direction of industrial -production, and its^deve- | 
lopment, which ensures the successful fulfilment of the impressive tasks of i 
the country’s economic transformation on the basis of modern technique and 
steady' raising of the people’s well-being. - ; 

State planning and the concentration of all the material and financial ; 
resources in the hands of the socialist state provide the possibility for their I 
rational distribution and most expedient utilization to fulfil those tasks j 
which are most important for the whole country under the conditions of the | 
Stage of its development in which it is. } 

It is precisely thanks to the concentration of power and forces and to | 
their planned utilization that the industrialization of the USSR was carried | 
out in a historically very short time and that a formerly agrarian country j 
was transformed into a mighty industrial power capable of producing with | 
its own resources any means of production. j 

As already mentioned, the industrialization of the USSR was charac- I 
terized by the priority development of the heavy industry, especially of I 
machine-building, for only in that way could the technical base be provided | 
for all the other branches as well as for a radical reorganization and co- | 
operation of agriculture to ensure an unfailing upsurge in the people’s I 
well-being. While the gross industrial product as a whole was 36 times as ; 
great in 1958 as in 1913, the output of means of production was 83 times as ; 
large and the production of the machine-building and metal working branches 
240 times as large, and that of the chemical industry and power production, 
100 times as large. On this basis it was possible to go over to high ; 
development rates, along such highways of technical progress in industry as i 
mechanization, automation, electrification and extensive chemicalization of ■ 
production. : 

For the volume of industrial production the USSR is at present first | 
in Europe and second in the world. j 

The rapid development of the country’s national economy makes for a i 
steady growth of the living standards. Unemployment, the workers’ I 
scourge in the capitalist countries, has been done away with in the USSR | 
once and for all. A huge housing programme is well underway, in the I 
country, there are more and more goods in the shops, public health and i 
cultural needs are receiving ever increasing attention. By the end of 1960 I 
all the workers and office-employees will be transferred to a seven-hour ' 
working day at higher wages. 

The necessity for a sharp rise in agriculture after the war in order to ; 
continue to improve the people’s well-being and to develop the light and food ; 
industries d.emanded forced development of agricultural machine building and I 
a considerable increase in the production of mineral, fertilizers this was ensur- i 
ed by state planning and the fulfilment of plan assignments by the indus- : 
trial branches concerned. I 

A similar example of Goncentration of resources and forces for fulfilling 
an urgent task of great economic significance is to be found in the rapid 
development on major scales of the production of standard parts in concrete 
which rose in 1958 to nearly 19 million cubic metres. This provided the 
necessary conditions for the further industrialization of housing and indus- 
trial construction and for a sharp rise in building scales together with consi- : 
derable economy of erection time and of rolled metal and sawn timber. 

When planning the distribution of new industrial construction the 
Soviet State proceeds first of all from the economic expediency and the need 
of higher development rates for the formerly backward, outlying regions of 
the country. This can be instanced by the amount of planned capital invest- 
ments the Kazakh Republic is going to receive between 1959 and 1965, 
which will be almost twice as much (in comparable prices) as what the whole 
Soviet national economy received during the first five-year plan. The Kazakh 
Republic will increase the production of mineral fertilizers and commission i 
new plants producing grain harvesters and elevator equipment as well as new 
enterprises in the light and food industries. A metallurgical plant will be 
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' cooipleted' in 1964 at ^Karaganda. The planfs favourable conditioiis of the 
raw material, fuel and power supply and the high level of its equipment will 
' make' its pig iron cost at least 5- per cent less than- the country’s cheapest, 

: Magnitogorsk pig-iron.- The large deposits of natural gas recently discover- 
ed in the Central- Asian Republics will be used to develop power and chemical 
industries there, while the people will benefit from the wide use of this cheap 
fuel for domestic purposes. Thus, a highly important principle of state 
management of industry is planned leadership and the concentration of the 
material labour and financial resources for the development of the most 
'\ important branches of production and the distrihution of industry in the interests 
of the whole economy and the material well-being of the Soviet people. 

III. COMBINATION OF PROFITABLENESS OF ALL STATE INDUSTRY WITH THAT 

OF SEPARATE STATE ENTERPRISES 

Acceleration of development in new branches of industrial production 
demands, as a rule, considerable capital investments, which, are obtained 
from accumulation that the state has at its disposal in the form of the 
incomes from other branches and enterprises which are already prospering. 

In the initial stage of its work, a new enterprise may in certain cases be 
unprofitable for a short time and may need state subsidies, since the fixed 
price of iis output does not compensate for the actual expenses occurred in 
production. This was the case in the earlier stages of the development of 
our industry, particularly when the first models of tractors and agricultural 
instruments were going into production. 

Temporary state subsidies to an enterprise are amply reimbursed as 
regards the whole national economy out of the public labour that the enter- 
prise’s output of the means of production helps to save. 

That is why from the point of view of the whole economy and the pros- 
I pects of its development in the near future, organization of such productions 
; is justified and necessary economically. 

Later, as new productions are mastered, the steady growth of labour 
productivity goes on naturally, as well as reduction in the cost of the product. 
If we take the industry of the USSR as a whole the rise in the productivity 
of labour (/.<?., in gross output per worker) was : in the first five-year plan 
41 %, in the second 32%, for three pre-war years of the third 33 %, for the 
war years and the fourth five-year plan 37%, for the fifth five-year plan 44%. 
It is based first of all on the increase in power supply, the application of new 
techniques and more economical technology, the better organization of pro- 
duction and it leads to reduction in cost of industrial output and more profit- 
able enterprises and thereby, to the growth of accumulation within industry. 
The rise in profitableness of enterprises and branches of the national economy 
lead to the growth of accumulation within the national economy, which is a 
source of further expansion and technical progress in production and of great- 
er people’s consumption. For instance, the total economy from the reduc- 
tion of cost of industrial output during the fifth five-year plan was about 2/3 
of the total capital investments.^ Consequently, state financing of.new enter- 
prises and productions pays for itself in the end and compensates the expenses, 
giving further large sums for greater economic upsurge in the country. 

Thus, an important principle in industrial management in the USSR 
is the systematic combination of economic profitableness which ensures the 
economic development of the country as with profitableness in the work 
of separate enterprises based on steadily rising labour productivity and 
reduction in the cost of production. 

! IV. UNINTERRUPTED TECHNICAL PROGRESS IN INDUSTRY 

The systematic increase in scales of industrial production with improve- 
ment of its economic indices is achieved in the USSR op the basis of planned 
, and rapid development of new techniques and their application in accordance 
! with the latest achievements of science. 



Itt the USSR 106,000 engineers were trained in 1958 alone out of a total i 
of 900,000 employed in the national economy at present. j 

In the USSR the national economy is served by over 3,200 specialized i ''' 
esearch and experimental institutes and laboratories, project and design | 
institutes with their own experimental plants, technological project institut- I 
es and other research institutions as well as offices of scientific and teclinical | 
information and information about advanced experience. These institu- | 
tioiis are under the National Economy Councils or governmental or public | 
bodies; they work according to approved thematic plans, and are supplied | 
with the necessary materials and funds. The scientific research institutions | 
are responsible for introducing the results of their work in production and 
by agreement with enterprises they give practical aid to help them master 
new techniques. Of great importance in ensuring technical progress are the 
plant laboratories, experimental workshops and designing offices. The | 
activities of the scientific and technical institutions of different branches are I 
coordinated according to their subordination to the technical administra- 
tions of the National Economy Councils, the State Planning Commissions I 
and the specialised committees under the Councils of Ministers of the Union 
Republics or the USSR state bodies and government organs (the State Scienti- | 
fic and Technical Committee of the Council of Ministers of the USSR, the i 
State Committee for Automation and Machine Building, th^ State Com- | 
mittee for Radio-electronics, etc.). An important role in scientific and techni- | 
cal progress belongs to the Academy of Sciences of the USSR and. the | 
Academics of the Union Republics to the leading scientific institutions and 
Universities in the country which study the corresponding problems. 

The high speeds cf technical progress and the speedy application ; 
of scientific achievements in the industry of the USSR are also ensured by the | 
extensive development of scientific and technical information and exchange ; 
of advanced experience, which places the successes of each enterprise at the | 
disposal of the whole of industry and promotes their mass application. I 

In the USSR there are published large numbers of scientific and technical 
journals according to branches, information bulletins, special reviews and 
reference journals telling not only of Soviet practice but of practice abroad 
too. There are special institutes which deal with scientific and technical 
information. Besides, there are regular special seminars, conferences 
and other forms for Spreading scientific and technical achievements. | 

Recently the USSR has adopted the policy of mechanization of auxi- | 
liary processes as well as of the principal processes, of speeding up complex j 
mechanization and automation of production. The realization of these j 
measures has helped to overfulfil the state plan targets for greater labour [ 
productivity and lower production costs. For the first nine months of 1959 j 
labour productivity in industry has increased by 8 per cent as compared with | 
the corresponding period in 1958, while lower costs have brought an economy } 
of 7,000 million rubles over and above the planned amount. I 

Thus, purposeful organization of the elaboration of scientific and tech- 
nical problems of industrial developrnent, training of scientific and engineering , 
staffs, and extensive propagation of advanced experience is an integral part of : 
industrial management in the USSR and it ensures high speeds in technical 
progress, " , " : , , 1 

V.-. DEMOCRATIC CENTRALISM IN 'MAN | 

The organization of industrial management in the USSR is based on 
the same main principles which determine state leadership in all other 
branches of economic and cultural construction. 

One of the most important principles of Soviet industrial management 
is democratic centralism, i,e,, the combination of centralization of the deci- 
sion in, the most important problems of planned leadership with extensively 
developed local initiative and autonomy of the lower management links and 
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of ■t.lie working., people iMmselves, who, in, the account, ensure the 
: successfiil carrying out of the state plans. 

The inaior decisions on the development of the !iatio,nal eco,n,o,my are 
taken by the Communist' Party and, Soviet Govemm,eiit bodies. Based on 
■ these, the State Planning Gom,mittee of the USSR in conjunction with the 
Union Republics draws up the control figures for the development of the 
national economy, which have force of law only after nation-wide discussion 
a,iid approval by the Supreme Soviets of the USSR and the Union Republics. 

The principle of democratic centralism is implemented at every stage in 
the development of socialist industry with different forms of industrial manage- 
ment. The present system of industrial management through National 
Economy Councils ensures further extension of the rights of the Union 
Republics and the local bodies, at the same time strengthening and completing 
; the state planned leadership of industry. 

The creation of, the National Economy Councils promotes extensive 
= development of further specialization and co-operation of enterprises, and 
I also their combination, which has a decisive influence on the application of 
I advanced methods such as big serial and mass line production based on 
progressive technology, complex mechanization and automation of productive 
I sectors, shops and whole enterprises. For example, the Moscow National 
; Economy Council by disbanding 121 industrial shops (among them 60 
I foundries and 37 shops producing nuts and bolts) and concentrating the 
I production facilities in bigger, and, therefore more profitable, specialized 
I enterprises and shops, has produced more castings by 24,000 tons and more 
I nuts and bolts by 16 per cent, the spare 22,000 sq. m. of shop-space have been 
; and for increasing various other types of production. 

j Co-operated mutual supplies are effected by enterprises on the basis of 
^ the state plan tasks taking into consideration the geographical location of 
I industrial production, so that non-rational, exceptionally distant and duplicate 
I transport is avoided. 

I In the Soviet conception an enterprise is a collective of working people 
I organized by the socialist state and working to fulfil plan tasks with means of 
I production which are the property of the whole people. 

I The enterprise is managed by persons who have the trust of the social- 
i ist state, are appointed by the leading bodies and have the right of one-man 
I management. This means that their orders are binding on all people working 
I at the enterprise in question and that they have the sole responsibility for 
I taking economic and organizational decisions connected with fulfilling the 
I state plan tasks, for the practical carrying out of those decisions and the 
I results achieved. 

Leading appointments in an enterprise are occupied by engineers or 
people with technical education who have shown their ability in practical 
^ work. 

The Soviet system of one-man management does not exclude but pre- 
: supposes as absolutely necessary the active participation of the working- 
I people themselves in industrial management. At the head of the working 
collective of the enterprise, the director and his administrative assistants work 
; in close contact with the social orgamzations in the enterprise, which have 
: their elected bodies not only within the framework of the enterprise, but in 
: each shop. They have extensive rights under Soviet law not only in the 
i domain of protection of labour, safety devices, pay, norms of labour and 
working hours, but also in questions of the fulfilment of the plan, improve- 
I meat of production and the rational use of resources. 

The mutual obligations of the working collective of the enterprise and 
I the administration are defined every year by the collective contracts concluded 
: between the trade unions and the administration of the enterprise. 

Standing production councils with the participation of workers, in- 
: novators and inventors, technicians, engineers and office-emlployees function 


6 - 



NOTES 


at eaterprises for the regular discussion of productive indices and the work- ; 
ing oiit of measures to improve them. > . i 

Besides, many enerprises have technical councils which systematically ; 
discuss problems relating to the development of production and the introduce- ; 
tion of new tecimiques and technology are based on the voluntary scientific 
and technical, societies. I 

Plans of work for the current period, progress in their fulfilment and ; 
all major measures for improving the technique and organization of produc- ■ 
tion are regularly discussed at general meetings of the workers, and the ' 
suggestions put forward by them during the discussion are taken into account ; 
ill the enterprise’s subsequent work. I 

Mass socialist emulation for the fulfilment and overfulfilment of the 
output plan and the improvement of the qualitative indices of production ■ 
is one of the elFective ways in which the workers participate in the manage- : 
ment of their enterprise. 

Thus, a substantial feature in the management of socialist industry is 
the organic combination of state leadership and the responsibility of the manage- 
ment for the work of the enterprises with all-round development of the creative 
initiative of the local bodies and direct participation of the workers and em- 
ployees in the management of enterprises, 

VL ECONOMIC ACCOUNTANCY AND MATERIAL INCENTIVE ! 

Economic accountancy in the work of the enterprises is of great signi- I 
ficance in the system of management of state industrial enterprises. 

The profitableness of an enterprise is an obligatory condition of econo- | 
mic accountancy as well as the best way for providing a material incentive : 
for the enterprise. 

The substance of economic accountancy of enterprises consists in their i 
receiving complete economic autonomy; in their relations with other organi- 
zations they have the rights of a juridical person with responsibility for con- ; 
tracts concluded, payments and other obligations. ; 

One must hereby bear in mind that economic accountancy in the Soviet 
enterprises is effected with full guarantee of disposal of produce and of 
material and technical supply in accordance with the approved plans. On ^ 
their basis the state disposal organs give enterprises disposal invoices indicat- 
ing the consumer. Accordingly the enterprises conclude contracts direct 
for the supply of their produce to certain receivers, defining nomenclature, 
technical conditions and time of despatch, and also the way of settling • 
accounts. The output of industrial enterprises is realised and paid for 
according to fixed prices confirmed by the state bodies. In a similar way the 
enterprises receive raw materials, fuel and other material requisites. 

Ail this precludes conjunctural variations in the domain of trade 
relations with other enterprises in the purchase of means of production or the 
disposal of the finished product. 

All accounts between enterprises and with the various economic orga- 
nizations are carried on through the State Bank, where the available funds of 
enterprises are also concentrated. The Bank is in a position to control the 
general financial condition of the enterprise, the mirror of all its productive 
and economic activity. 

If an enterprise is filling all its obligations, the State Bank allows it 
favourable conditions for credit and this encourages the enterprise to be 
successful in its productive and economic activity. 

In the event of fulfilment of the plan and profitableness in its work, i 
the enterprise receives, according to the rules in vigour, the disposal of a ; 
portion of its profits. In many branches the enterprise’s funds are formed by ! 
deducting five per cent of the planned profit and a large part of the profit ; 
over and above the plan which it has made during the year. These funds ■ 
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I are used for bonuses for the best workers, and also to ^ a great extent for 
I measures to improve labour conditions and living conditions for the whole 
collective; for rationalization of production, the building of creches, kinder- 
; garieos, canteens, rest homes, etc. Expenditure of the sums which make up 
; the enterprise’s, fonds are done according to estimates' approved by the 
: director only with the agreement of the trade onion ■ committee. 

As a stimulus to better fulfilling and overfulfilling the plan, the existing 
system of bonus payments to the workers, management stafe, engineers and 
i technicians for fulfilling the principal targets of the plan. 

I In addition, bonuses are paid at enterprises for elaborating and apply- 
I ing new techniques, for creating new designs and putting them into produc- 
I tion and also for economising raw material, power, or fuel compared with 
j existing plan standards and expenditures. 

! Thus, economic accountancy is an important principle in managing 
! indimrial enterprise's in the USSR; it has created an extensive system of 
\ economic stimuli which give the enterprise as a whole and all its workers 
\ material incentive for the unconditional fulfilling of the state economic plans 
\ with the very best use of the labour, material and money resources assigned 
\ for that purpose, 

❖ ❖ :li 


j The principles of industrial production management elaborated in 
I Soviet practice are applied in the other socialist countries. However, while 
I using the experience of the USSR in those countries and in selecting the most 
j expedient forms of industrial management, one must take into account the 
I scales and branch structure of industry, the territorial and other concrete 
I conditions and peculiarities. To ensure efficiency in management it is 
: necessary not only to select the forms of organization corresponding to the 
i conclitions concerned, but also constantly to perfect methods improving the 
I qualitative indices of work at enterprises. 
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PLANNED STATE INDUSTRY IN THE USSR 

By 

D. 1. ALEHIN 

The industry of the USSR, its branches and separate enterprises, | 
develop on the basis of unified long-term and current State plans for the i 
development of the whole national economy. Without a unified state plan 
it is impossible to run and develop the national economy, which under 
socialism forms an indivisible whole in all its sections, all its links. 

The Soviet State, fulfilling its economic and organizing functions by 
means of planned economy, pursues the requisite economic policy and cons- 
ciously making use of the objective laws of socialism, fixes the dimensions 
and speeds of social production, the correct proportions in the various 
branches of the economy in the distribution of labour and means of production | 
among the branches of the national economy and the regions of the country. | 

Many years of practice have proved that planned economy is the great | 
advantage of socialism; it ensures uninterrupted development, steady | 
increase of production at faster rates than under capitalism, and economises 
labour and capital. 

The state industry in the USSR has the leading role in the development 
of all the branches of the national economy. It is in industry that the 
material and technical means of production and the main part of the national 
income are created, and these are sources of extended socialist reproduc- 
tion and steady rise of the material and cultural standard of the people. 

The plans of industrial development in the USSR are elaborated for 
long terms— for 5-7 years or longer (10-15 years) and in current terms — for 
every year. Besides this, the system of planning in industry includes consi- 
derable work for effective planning and control of production. 

Long-term planning ensures the solution of major economic and politi- 
cal problems which take several years to carry out. 

Thus, for instance, the basic tasks of the first five-year plan for the 
development of the economy of the USSR (1928-1932) consisted in transform- 
ing the Soviet Union from an agrarian and backward country into a mighty 
industrial power, in squeezing the capitalist elements out of the economy 
and creating the economic basis for socialism. 

As a result of the successful fulfilment of the first five-year plan and | 
the subsequent long-term plans for the development of industry, the Soviet ; 
State industrialized the country, guaranteed its own economic independence, 
built a socialist society and created a powerful material basis for the further 
successful development of the national economy and a rise in the people’s 
well-being. I 

At the beginning of this year the control figures of the development 
of the economy of the USSR for 1959-65 were approved. i 
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j The main tasks for this seven-year period in the domain of economics 
I were determined as follows : to achieve such an. increase in production in all 
r branches of the economy on the basis of the priority development of the 
j heavy industry, which would allow the decisive step to be taken in creating 
I the material basis of communism and in ensuring the victory of the USSR 
5 in peaceful economic competition with the capitalist countries, to ensure a 
i considerable rise in the living standard of the people on the base of the 
I growth of the economy, of the productivity of social labour and production 
j technique. , 

I The elaboration of long-term plans in the USSR begins with the fixing 
I of the control figures. The control figures for the development of the nation- 
I al economy as far as the main indices, the branches of economy, and the 
j Union Republics are concerned, are worked out by the State Planning Com- 
I mittee of the Council of Ministers of the USSR, jointly with the Councils 
i of Ministers and Planning Committees of the Union Republics, the minis- 
1 tries and departments of the USSR, with the participation of scientific, insti- 
i tutes and organizations. 

The bases for the elaboration of the control figures, as for all Soviet 
economic planning, are : 

i the basic economic law of socialism, which subordinates production 
to the maximum satisfaction of the constantly growing material and cultural 
requirements of the whole of Soviet society; 

the law of planned proportional development of the economy on the 
basis of priority development of heavy industry, which provides the possibi- 
lity of running the economy rationally and economically for the whole 
country as well as in each particular section; 

the laws of uninterrupted rise in the productivity of labour and social- 
ist accumulation; 

j the balance method of calculating requirements and how they can be 
covered according to the branches of the economy and the economic regions 
: of the country, which allows the discovery of any disproportions in the 
I economy and defines the way to eliminate them. 

I The control figures elaborated taking into account these basic require- 
I ments after being considered and approved by the higher state bodies, the 
State Planning Committee, the Councils of Ministers of the Union Republics, 
the Ministries and departments of the USSR, are brought to the knowledge of 
organizations and enterprises under the jurisdiction of these bodies. 

I On the basis of the control figures they have received, the enterprises 
I and organizations work out long-term plans, distributing the tasks according 
to the years of the period planned for. 

The elaboration of a long-term plan for the enterprise provides the 
; possibility of ensuring the carrying out of the basic tasks of the enterprise in 
increasing output and mastering the production of new, improved articles on 
; the base of perfected techniques and progressive technology. 

The base on which the long-term plan is worked out in enterprises is 
1 a profound technical and economical calculation of the enterprise’s possibi- 
lities for increasing output, lowering cost of production and developing new 
i techniques. 

! For each enterprise, shop and section of production there is worked 
out, with the active participation of ail the workers and employees a plan of 
organizational and technical measures, according to which, on the basis of 
latent potentials, tasks are fixed in raising loads on the equipment and pro- 
duction premises available, in cutting material and raw material expenditure 
per unit of output, in decreasing the labour required for production and 
; raising the productivity of labour. 

The widespread discussion of the most important organizational and 
technical measures and their adoption by the collective of the enterprise 
reveal the possibilities of developing production by better utilization of the 



productive capacities available, and the degree to which the basic resources ^ 
of the enterprise,' must be extended : and the -most economic . ways of doing • 
this - are determined. ■ : 

The mass patriotism of the Soviet peopie, the high consciousness of 
the working peopie and their desire to fulfil the seven-year plan as well and 
quickly as possible are manifest in the fact that the majority of enterprise 
collectives assume obligations to put out more production than is laid out by 
the control figuers for the long-term plan, without any increase in the capital 
investments assigned to the expansion of the basic resources. 

Many enterprises and National Economy Councils, working out the ; 
long-term plan for the development of industry for 1959-65, took upon them- I 
selves the obligation to reach the volume of production planned according to 
the control figures a year or a year and three months before the fixed time ; 
without any increase in capitar investments. 

The enterprises and National Economy Councils are fulfilling their i 
obligations successfully. The plan for the. output of industrial production i 
for 1959 will be overfulfilled by approximately 4%. There will be produced | 
over and above the plan a considerable quantity of iron and steel, non- | 
ferrous metals, coal, oil, power, machines and equipment, building materials, i 
and consumer goods. The output of means of production will be increased ; 
in 1959 as compared with 1958 by 12%, and the production of consumer i 
goods by 10.5%. 

The long-term plans of enterprises are made up according to the j 
following basic indices : " I 

production of gross output at fixed wholesale prices and production of I 
commodity goods at current sale prices' j 

output of the basic kinds of production in their natural expression ; | 
production of gross output per member of the collective . and per work- i 
er in fixed wholesale prices; 

expenditure, expressed in money per rouble of commodity production | 
wholesale sale prices current for the enterprise; | 

increase of productive capacities and size of investment required I 
accordingly; j 

development of new technique and technology. * j 

The perspective plans of enerprises are the bases for the elaboration i 
of the long-term plan of development of industry and of the whole economy. ; 

Basing themselves on the draft plans of the enterprises, the National | 
Economy Council draws up a combined plan for the economic administra- 
tive region, which, after consideration by the board of the National Economy | 
Council and the local Party and Soviet organizations, is submitted to the i 
Council of Ministers of the Union Republic. . | 

The State Planning Committees of the Union Republics draw up the ! 
draft plan for the republic and submit it to the Council of Ministers of the ! 
Union Republic; after consideration there the plan is forwarded to the | 
Council of Ministers of the USSR. | 

The State Planning Committee of the USSR, jointly with the Councils 
of Ministers of the Union Republics and the appropriate ministries and de- 
partments of the USSR, considers the drafts submitted by them and presents 
a combined plan as concerns branches of industry, the Union Republics, , 
the most important nomenclatures of articles, the basic qualitative indices 
(lowering of cost, productivity, of labour) and volume and assignation of 
investments for the approval of the higher state bodies. 

When approved by the session of the Supreme Soviet of the USSR 
the national economy plan acquires force of a state law and is brought to the 
attention of organizations and enterprises and its fulfilment becomes obliga- 
tory. Current Planning consists in the elaboration of industrial and finance 
plans for the enterprise (industry) for one year, broken up into quarters. 
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I The annual plan of the enterprise defines the task of the long-term plan 
for that year, takes into account the additional potentials discovered and 
reserves for increasing production and cutting production expenditures and 
determines the production and economic activity of the enterprise and eco- 
nomic organizations for the year planned for. 

It is important to note that as a result of the successful fulfilment by the 
industry of the USSR of the tasks of the first year in the seven-year period 
and the additionally discovered latent potentials for increase in production, 

; the development plan for 1960 provides for increased tasks compared with 
those taken into account in the calculations for the seven-year plan. 

During the first two years of the seven-year plan the control figure 
task Ibr industrial production will be overfulfilled by about 100,000 million 
roubles. The volume of steel production foreseen for 1960 is almost 3 mill 
tons more than was adopted in the calculations for the control figures, 
and production of rolled metal is almost 2 mill tons more. The successful 
fulfilment of the task of increasing the productivity of labour in 1959 allowed 
provision for a greater increase in productivity for 1960 than was laid down 
according to the control figures of the long-term plan. In two years of the 
seven-year plan the productivity of labour in industry is to rise by 13.5% 
as compared with 11.7% foreseen by the control figures, while at the same 
time the length of the working day will be reduced to seven hours. 

The drawing up of the technical-industrial-financial plan at an enterprise 
begins long before the beginning of the period planned for by the analysis of 
I the available report figures and the calculation of the anticipated fulfilment 
I of the plan for the current year, the discovery of productive reserves and 
■ the elaboration of the organizational and technical measures to utilize them, 

; fixing of progressive technical and economical norms of use of the equip- 
ment, raw material and materials and the labour norms. On the basis of 
these materials, of the corresponding tasks of the long-term plan and the 
control figures received from the National Economy Council, the enter- 
prise draws up a draft annual plan, which it submits to the National Economy 
! Council in the manner laid down. 

The list of indices of the industrial plan changes depending on the 
! link of industrial management at which the plan is elaborated. The State 
I plan for the whole of industry fixes tasks for the output of only the most 
I important kinds of production, the material balance and the plans of material 
I and technical supply and the basic qualitative indices of the work of 
; industry. 

I The technical-industrial-financial plan of an enterprise includes the 
; following main sections : 

I (1) plan for output of production; 

(2) plan of utilization of the main resources (equipment, premises, 
constructions); 

(3) plan of technical development; 

(4) plan for labour and wages; 

: (5) plan of material and technical supply; 

j (6) plan for cost of production; 

i (7) financial plan; 

j (8) plan of capital construction. 

The basis of the plan is the task concerning output of production as 
: far as quantity, nomenclature, and quality go. This determines all the other 
' sections of the plan. 

1 The Plan of Output of Industrial Production is determined by : the 
output of articles in their natural expression; output of gross production— 
total volume of production in fixed wholesale sale prices of the enterprise 
I and output of commodity production—intended for sale to the economy at 
I current wholesale prices. 
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The Flan of Utilization of the Main Resources is characterized by the 1 
output of production in its natural or money expression per unit of equip- j 
ment or unit of capacity (1 cub. metre of furnace hearth, etc.), or per roiible i 
of cost price of basic resources, depending on the conditions of production i 
and nomenclature of articles produced. The plan of utilization of the | 
main resources is characterized also by the shift coefficient and the co- j 
efficient of utilization of equipment. As a rule, in all industrial enterprises in [ 
the USSR there is a very high coefficient of utilization of the main resources. I 

Each enterprise, besides ensuring the tasks of current production, i 
carries on planned work for the further specialization of production, for the | 
construction of new, improved models of production, for the elaboration and j 
application of advanced methods of technology and organization of produc- | 
tioii. At many enteiprises, besides the participation of all the working i 
people in the improvement of production, more than half the engineers and | 
technicians take part in work of this kind, | 

The plan of technical development is one of the most important factors j 
in increasing production and provides for tasks of complex mechanization | 
and automation of production, modernization of the equipment in use, | 
intensification of technological processes, utilization of advanced technique, ' 
technology and organization of production, and tasks in the elaboration and ; 
preparation of new machines, equipment and materials. It is in the tech- | 
nical plan, too, that the expenditures conneted with the carrying out of the I 
organizational and technical measures, the economic effect of their applica- | 
tion and the sources from which they are financed (centralized assignations, | 
subsidies from the State Bank, sums from the Works fund) are defined, j 

The Labour and Wages Plan foresees measures connected with the 
improvement of the organization of labour and the application of advanced 
methods of work. On the basis of these measures the labour plan fixes tasksr i 
1 . for increasing output per worker and per member of the collective during I 
the period planned for (expressed in money or in nature); 2. number of staff | 
according to categories; 3. average monthly wages according to categories; | 
4. degree of utilization of working time (number of hours per man worked | 
during the year); 5. share of wages in the cost of production. | 

In the USSR the productivity of labour in industry increases with great I 
speed, wages growing at the same time, as a result of the application of new i 
techniques and advanced technology. Correct planning guarantees some- | 
what higher speeds of increase in labour productivity compared with the | 
increase in wages, i 

According to the control figures for the seven-year plan the produc- I 
tivity of labour in industry will rise by 40 or 50 %, the real wages of workers | 
and employees rising by 40% during the same period. 

The Plan of Material and Technical Supply includes : the analysis of i 
the utilization of material resources in order to find out latent reserves and | 
means of economy; standardization of expenditure of the main and accessory I 
materials, fuel and power, to ascertain the maximum expenditure permissible i 
per unit of production; determination of requirements of material and power I 
and sources from which they can be covered. j 

Planning of the utilization of materials and power is arranged so that 
material resources are assigned first of all to sectors of production and cons- 
truction which decide the success of the whole country’s economy, to lower 
expenditure of materials, fuel and power for production and construction 
and to cut down expenses connected with the supply of material and 
technique to the enterprise or construction. 

The cost of production plan i s based on the plans of output of production 
and of organizational and technical measures, on labour and wages, material 
and technical supply, and reflects all the progressive changes in technique, 
technology and organization of labour and production. The cost of pro- , 
duction is a most important concentrated qualitative index of the work of I 


NOTES 


5 



NOTES ^ I industry, determ:i'ning ■ , its profitableness. ^ The . systematic , lowering of 
i production costs, is the basic source of accumulations within industry,. 

■ ..•'The ^elaboration of the cost:Of production p,lan,, embraces- : „ 

: lowering of cost of the compared commodity prodiictioii; 

I drawing up of estimates of expenditures on production and deter- 
! miiiation of the planned cost of the gross and commodity productions; 

calculations of the cost of the given articles according to the plan. 

I The industrial management bodies confine themselves, as a rule, 

; to the elaboration of tasks on lowering cost of compared commodity produc- 
I tioo by the method of general calculation (expenditures on materials, correla- 
tioii between the increase in productivity of labour, increase in wages and 
i decrease in the ratio of disproportionate expenditures on administration 
and auxiliary work, per unit of production in connection with increased 
production), and to determining the sums expended on the whole of the 
I production on the basis of data for each item of the production estimate. 

I At enterprises there is a more detailed elaboration of the cost of 
production plan, embracing : 

elaboration of plan calculations of the cost of particular articles to 
determine the lowering of cost on each primary element of expenditure, and 
I ascertain the basis on which to determine the economic basis for wholesale 
I prices; 

; elaboration of estimated expenditures on production for all elements 
I of expenditure and determination of the planned cost of the gross and com- 
I raodity productions; 

I . elaboration of the plan for lowering the cost of the compared com- 
I modity production on the basis of detailed working out of planned and 
I reported figures for each article. 

I An important nmasure for lowering cost of production and cutting 
I production expenses is strict economic accountancy at enterprises and 
I economic bodies and wider application of economic accountancy in shops 
I and teams, as the basis on which to draw all the working people into active 
I participation in cutting production expenses. 

I The Finance Plan of an enterprise foresees the Ml sum of funds neces- 
1 sary to carry on production, for sales and supply turnover, for capial cons- 
: truction and capital repairs and for the covering of unproductive ex- 
i penditures in the exploitation of residential and communal premises at the 
i enterprise and other auxiliary premises. 

In working out the finance plan the requirements of turnover funds for 
: ensuring the production plan are determined by fixed standards; an estimate 
of the disposal of the product is drawn up, the size of the profit from its sale 
i is ascertained, the balance between the income and expenses of the enterprise 
; is struck, thus determining the sums needed for production and other needs 
of the enterprise and the source from which they can be covered. 

, The main source from which the state finances are formed in the 
I USSR is socialist accumulation provided by production. 

The financial accumulations of state industry in the USSR are realized 
j in two principal forms: 

net income (profit) of the state enterprises; 

centralized net income of the Sate (turnover tax, deductions from 
profits, charges from wages for social insurance, etc.). 

The socialist state, concentrating the money accumulations from 
industry in the State budget, provides fully and in good time the necessary 
finance for the measures provided for by the plan for the development of the 
national economy and first and foremost its foundation-heavy industry— 
and the growth of the material and cultural well-being of the population. 


6 



Besides, financing from, the State budget permits the State organs to 1 , 
act on the whole economic and productive activity of enterprises, to control I 
tlieir work for the Mfilment of the national economic plans and their I 
observance of the economy regime. 

Part of the profits of the state enterprises remain at the disposal of the 
enterprise and are assigned to measures for expansion and improvement of I 
production, for bonuses for those who have specially distinguished themselves i 
in work and for supplementary financing of works to improve the cultural, j 
living and lodging standards of the workers of the enterprise and their families, I 
according to plans drawn up by the director of the enterprise jointly with 
the trade union committee. 

At enterprises, besides the finance plan, a credit plan is also drawn 
up. It shows what loans are resorted to in the work of the enterprise. | 

The basic forms of State credit to industry are : I 

credits for seasonal accumulation of valuable commodity materials; | 

credits for seasonal expenditures on capital repairs to the basic | 
resources of the enterprise; | 

credits for carrying out quickly paying expenditures for applying i 
new techniques, mechanization, improvement of technology and rational- I 
ization of production, as well as for expansion and organization of consumer i 
goods production. 

The plan for capital construction is an integral part of the general plan 
of development of industry and is elaborated in close conjunction with the 
other main sections. 

As a result of ascertaining the necessary supplementary productive 
capacities to guarantee carrying out the production plan, the total amount 
of capital investments in the various branches of industry for these supple- 
mentary capacities to be put into operation, concrete construction objectives 
and planned tasks for each individual structure are determined. j 

The capital investment plan of industry contains : tasks for putting 
into operation the basic resources and production capacities; 

The volume of capital investments, their assignment according to 
branches, republics and economic regions and their structure; 

detailed lists of capital building work according to constructions and 

sites. 

A special section of the capital investment plan is the plan of work 
of planning organizations for current construction and for construction in 
years to come. 

At the same time the plan of contract construction works and of deve- 
lopment of the building industry as a means of successfully carrying out i 
capital construction plans are also drawn up. 

To improve the planning of capital repairs and construction, to 
shorten the time required for building and inadmissible dispersion of 
resources, standard times for the building of enterprises, and other construc- 
tions are fixed. The standards are determined by the length (in months) 
of building time for enterprises of different branches and particular kinds 
of buildings and constructions and the approximate distribution of capital 
investments over the years of construction (as percentages of the general ; 
estimated cost). i 

■ 1 

OFERATTVE PRODUCTIVE PLANNING | 

As pointed out above, operative planning is carried on in enter- ! 

prises. By this is meant the elaboration of work plans for separate parts of ; 
the enterprise (shops, production sectors, working places for a month, ten i 
days, a day, a shift, or even only an hour). As one goes from the plan f 
of the enterprise to the plan of the shops and production sectors, taking j 



'NO^TES i into account the peculiarities of the techniques , and technology of their 
; production, the scope of planned^ indices narrows down. 

Operative production planning defines and ensures the fulfilment of 
current plan tasks and foresees the quantitative agreement in production 
i output between the different parts of the enterprise, for which the system 
I of productive calendar graphs is used. 

Besides the planning of output, operative productive planning also 
I embraces planning of : numbers of workers and size of wage funds, produc- 
1 tivity of labour, utilization of productive capacities, equipment and lowering 
: of production cost. 

Operative productive planning of the work of enterprises is a powerful 
- means of daily management and regulation of production, ensuring in the 
: final account, the fulfilment and over-fulfilment of the task imposed by the 
, I State plan. ' 

STATISTICS IS THE BASIS OF PLANNING 

Statistic reports are of great significance in planning; they provide the 
I planning bodies with the necessary information on the results of develop- 
I meet in indQstry, operative as well as for long periods, within a branch or an 
I economic region. 

Statistic data in the USSR are prepared by the Central Statistics Bureau 
of the Council of Ministers of the USSR and the statistics bodies in the 
republics, territories, regions and districts, on the basis of compilation from 
annual reports sent in by each industrial enterprise, construction site or 
I economic organization, and from their operative reports — ^every ten days, 

! monthly or quarterly according to the degree of importance of the indices. 

I A unified State statistic report on industry opens up great possibilities 
I for economic analysis of the work of enterprises and is one of the decisive 
i means for improving quality in planning and operative action of the State 
I bodies for the fulfilment of production and construction plans. 
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MANAGEMENT OF STATE INDUSTRIAL ENTERPRISES 


By 

K. V. STROGANOV 

Problems of management in the socialist industry of the U.S.S.R. 
can be better illustrated perhaps by the example of a typical state indus- 
trial enterprise. 

In this connection the Seminar participants might be interested to i 
know how Likhachov Auto Works in Moscow, known as ZIL, is managed. I 

THE works’ CHARACTERISTICS ^ 

ZIL manufactures lorries, buses, cars, bicycles and refrigerators and 
is the oldest enterprise of the comparatively young Soviet motor industry. 
The first ten Soviet motor vehicles were produced at ZIL in 1924. 

The Works has three subsidiary factories in Moscow which produce 
carburettors, propeller shafts and other components. 

The ZIL’s 53 shops include instrument shops which produce a big 
range of tools and fixtures and special machine tools; several foundries, 
a forging shop and a press shop; machine assembly shops and final I 
coveyor assembly. | 

Taking advantage of the extensive co-operation facilities inherent in 
state industry ZIL gets the materials and parts it needs from 800 contra- 
ctors and sends its products to 25,000 customers. 

The Works, as an integral economic unit, has its own transport 
facilities and its own building department, which is responsible for industrial 
and housing construction; it has a medical department and trains its ow.i 
personnel; besides it runs several clubs and other institutions with exten- i 
sive welfare, educational and recreational facilities. | 

; ■ ■ . ■ ^ ■ i 

The training facilities include a Trades School, a School for Working i 
Youth, a Motor Industry College and an Evening College. I 

The Works Central Club, built according to the design of the well- | 
known architects, the Vesnin brothers, has nearly 30,000 square metres | 
floor-space, four auditoriums, seating from 300 to 1,100 people, a Child- i 
ren’s Section and ample accommodation for the Club’s 72 hobby and | 
amateur art circles and their 4,212-strong membership. i 

ZIL workers get their free medical treatment at the Works Polycli- 
nics, a five-storey building, staffed by 142 doctors and 250 other personnel, i 

The Works runs two rpund-the-year rest homes, one on the shore 
of a lake near Moscow, the other on the Black Sea coast in the Crimea. 



NOTES I ' ' Twenty kindergartens are at the disposal of ZIL workers, next door 
I to their homes, as well as three permanent children’s camps in a picture- 
I sque coinitry locality. Every year three summer camps accommodate on 
I average of 4,000 children of school age. 

I The Works has large sports grounds and a covered swimming pool, 

I the whole providing any sports facility a ZIL worker can wish for. 

I Fifteen canteens cater for the workers, besides a central canteen with 
its own confectionery and two canteens for those on diet. 

WORKS MANAGEMENT 

I The Works comes under the Moscow City Economic Council which 
I body, having considered the proposals submitted by the Works’ manage- 
I ment, approves the Works production and capital investments plans, cir- 
I culating capital norms, and principal economic indices. 

j The U.S.S.R. State Planning Committee, taking into account the 
needs of the whole national economy, decides how the Works output 
should be distributed and decides which contractors will supply the Works 
I with basic and subsidiary materials, semi-finished and finished products. 

The Works, as an independent economic unit, has its own property 
and budget and constitutes a juridical person acting in the sphere of 
public turnovers with its own rights and obligations and bearing sole 
responsibility for the commitments it undertakes. 

The Works management is appointed by the Economic Council. 

The Director of the Works has great powers, on the strength of 
which he manages the enterprise on his own responsibility within the laws 
of the country. Without any special power of attorney he represents Ms 
enterprise in all state agencies and public organizations. He has the 
authority to conclude sale and purchase contracts and to negotiate econo- 
; mic and technical terms and delivery dates as well bs to employ and 
I dismiss workers and other staff. 

I The Director bears full responsibility for the many-sided activities 
j of the whole enterprise and for the most effective use of the available 
[material resources. 

I The management of the enterprise comprises the following main 
I departments; production management, technical services and preparation 
I of production, economic and technical control, personnel and welfare, 

J purchase and sales departments. 

The production department, headed by the Production Manager, 
l^ensures continuous production on the basis of three kinds of information. 

The Works’ annual output plan, drawn up in accordance with the 
; state assignment, is divided into month, ten-day, day and shift plans. The 
principle information— the plan quotas— together with the report on their 
; shift fulfilment produce the third kind of information, correcting subse- 
i quent shift assignments. 

• Current production is run without any special reports or .conferences, 

and yet a smooth working of the enterprise is ensured. 

I Technical services, main designing and technological offices, research 
‘ and experimental laboratories, instrument shops, as well as mechanical 
and power services— all come under the Chief Engineer and ensure pre- 
paration of production in accordance with the Works’ long-term plan. 

i Economic services that include the planning department and the 
accounts department as well as the department of technical control ensure 
i the fulfilment of quality indices and come under the Works Director 
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Tlie Deputy Director is in charge, of the commercial services, in- ; 
eluding supply and distribution. 

Personnel management, including recruitment and dismissal, training 
and re-training as well as all welfare institutions comes under the Assistant 
Di.rector., 

PERSONNEL. 

All the Works’ services are staffed by people trained at Soviet educa- ; 
tional establishments. , 

Out of a total of 7,115 technicians ancf engineers employed at the i 
Works a mere 486 have had no higher or secondary education. 

Nearly, 20,000 workers have secondary education, with another ; 
12,000-odd studying while working. 

A considerable number of ZIL workers are studying at evening and 
correspondence educational establishments : 1,057 in colleges, 1,249 in ; 
technical secondary schools, 2,115 in schools for working youth which 
give complete secondary education and 520 are externe students. ! 

An average of 1,300 technicians and engineers attend annual refresher | 
courses where they study new techniques and eflaciency methods. 

Most shop managers and chiefs of the Works’ functional services are ' 
specialists with university degrees. Twelve of them are Doctors and Candi- 
dates of Science and are employed in the desiring ofRces (A.N. Ostrov- ; 
tsov, Deputy Chief Designer, V.F. Rodionov, chief of passenger-car depart- 
ment), are engaged in research (L.A. Yegorov, chief of the mechanical I 
test laboratory) or manage the principal functional services (A.D. Assonov, j 
Works’ Chief Metallurgist, N.D. Titov, Deputy Chief Metallurgist) and j 
so on. I 

We make wide use of teaming diploma’d specialists with men of I 
extensive practical experience, people new to the Works with old-timers. | 
Quite a few of our executives have risen from the shop-level. 

A. V. Kuznetsov, Production Manager, is an example of this, having | 
travelled from milling-machine operator at the time of the first Soviet 
motor vehicles via foreman and shop manager to his present post. And i 
he is no exception. 

Quite a few executives filling posts in industry and even the country’s | 
government are former ZIL men. 

workers’ and employees’ participation in management 

Participation of workers and employees in management expressed in 
various forms plays a considerable part in raising the efficiency of a 
socialist state enterprise. 

At ZIL there is a permanent production conference composed of 
148 representatives of workers, 115 engineers and office-workers as well 
as representatives of public bodies and the management. This body enjoys ! 
advisory rights and discusses problems relating to the Works’ activities and | 
submits its I'ecommendations to the Main Offices. 

There are 59 such conferences altogether, acting as permanent bodies, 
most of them at shop level, with a total membership of 4,721 people, 3,111 ; 
of whom being workers. I 

The permanent production conferences have played a most active ! 
role in preparing the Works’ transfer to a seven-hour working day. This ! 
work began in 1956. A total of 3,822 organizational and technical mea- 
sures aimed at raising labour productivity to the required level have been 
introduced since then. ^ I 



NOTES ' ! , These measures which were widely discussed at the permanent pro- 

duction coiifererices at both shop and works level, have made it possible to 
transfer half of the Works staff to date— starting with the foundries, forge 
. and going to other shops— to a' seven-hour' working day. The transfer 
has not resulted in any reductions in the workers’ wages. 

Socialist competition is one of the most important forms of the 
workers’ and employees’ participation in production management. 

The Moscow ZIL competes with the Auto Works in Gorky. Inside 
ZIL all shops, sections and teams compete with one another. Inside teams 
: there is competition betweei individual workers. 

WORKS FUND 

Special mention is due to the Works fund composed of deductions 
from planned and surplus profit as a form of collective material incentive 
towards better work. 

This fund enables the Works Director, in cooperation with the 
I Works’ public organizations, to do considerable welfare work, by building 
I workers’ houses, clubs, holiday houses, creches, kindergartens and other 
j educational and welfare institutions as well as providing extra holiday- 
1 house passes and other benefits for ZIL workers. 

i Here are a few figures to illustrate the way the Works fund has been 
I used in the last three years. 


,000 rubles 


■■ . 


1957 

1958 

(9 months) 
1959 

Fund grew by ' 

13,962 

26,807 

26,959 

Housing expenditure 

5,365 

22,833 

19,575 

New housing floor-space (sq.m.) 

2,917 

14,244 

15,787 

Bonuses 

1,913 

2,826 

2,000 

i Financial benefits 

953 

992 

1,400 

: Passes to sanatoria and holiday 
homes with 70 per cent discount 

1,040 

1,002 

1,495 


The rest of the fund goes towards the cost of maintaining children’s 
institutions, providing help for the sick, building a new holiday home and 
doing other welfare work. 


MATERIAL INCENTIVES 

Material incentives take the form of paying special bonuses for over- 
j fulfilling the plan, for attaining better economic results or raising the 
quality of production. 

I In addition to their wages ZIL workers, technicians, engineers and 
office-employees receive bonuses for high economic results, provided the 
plan is fulfilled in nomenclature as well, and for fulfilling the plan for 
the introduction of new machinery, technology and for the perfection of 
the existing machines, development of new materials etc. 

The introduction of new machinery alone brought the ZIL workers 
i 1,814,000 rubles in 1958 and 2,354,000 rubles for the first ten months of 
the current year. 

Along with material incentives exceptional importance is attached to 
I a wide publicity of the best results in the competition between enterprises, 
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shops, sections and teams.. The portraits of the foremost workers are dis- [■ 
played on the Boards of Honour at, the' shop, enterprise and district level. | 
The best of them are awarded diplomas. , Of great moral incentive is the ! 
publicity that the best results get in the wall newspapers, the Works® paper, | 
and the. national .Press., | 

The foremost workers and office-employees are decorated with I 
Government awards. 

The Works as a whole has been twice decorated the highest Govern- 
ment awards — the Order of Lenin and the Order of the Red Banner of 
Labour — ^fbr successes in motor vehicle construction. | 

The names of the workers with the very best records of work are 
known throughout the country: such as forge-operator Ushakov, turner 
Bushuyev, the holder of the world record of cutting speed, forge-operator 
Kokoshko, technologist Pronkin as well as whole teams of Communist 
Labour. 1' 

Working men with a creative approach are held in high esteem in j 
our country. I 

i 

'RATIONALIZATION AND INVENTION 1 

Rationalization and invention play an increasing role in greater I 
technical progress at the Works. | 

There are many rationalizers and inventors at ZIL whose work in I 
1958 can be characterized by the following figures: 

6,540 rationalization proposals and inventions accepted and introduced; 

34,300,000 rubles saved; 

7,770 tons of metal saved. • 

All inventors and authors of technical improvement and rationaliza- I 
tion proposals are given certificates safeguarding their exclusive rights I 
within the framework of the Soviet laws. ! 


INTRODUCTION OF NEW TECHNIQUES 

Technical progress at ZIL is effected both through reconstruction 
work, which radically changes the look of the enterprises, its level of 
technology and the organization of production and labour; and through 
day-to-day improvement of the production process aimed at greater labour 
productivity and better working conditions. 

One of the indices of technical progress is the amount of electric 
power consumption per worker which at ZIL was 4,859 kw/h in 1950, 
5,691 kw/h in 1955 and 7,089 kw/h in 1959. The supplies of electricity 
are rising accordingly. 

One of the encouragements for greater technical progress that the 
!^te offers to industry is an enactment providing for State Bank loans to 
the enterprises planning the introduction of innovations with quick return 
of the outlays; two-year return for machine shops and three-year return for 
foundries and forging shops. * 

This enables the Works to make a better use of its internal reserves. 
The State Bank loans help towards quicker infroduction of effective 
measures. 

Between 1955 and October 1959 the Works received 45 million rubles 
A in State Bank loans to introduce 70 such innovations. The introduction 
^ of 55 of them, which cost the Works 36 million rubles, saved it 49.5 
million rubles in one year. 
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Thus mechanization of storage facilities and space-saving loading of 
finished vehicles led to a 15-million-ruble saving in one year against the 
original outlay of 9 million rubles. 

A. 350-ton hydraulic press for briquetting shavings which was manu- 
factured and erected at a cost of 637,000 rubles obtained on credit gave 
an annual saving of 959,000 rubles. 

Another Government enactment, providing for the transfer of 0.3 per 
cent of the planned cost of the marketable output to the so-called new 
I techniques fund, gives additional encouragement to the development and 
i introduction of new techniques and better design and technology of pro- 
’ duction. This fund is used, subject to the approval of the Economic 
Council, for paying bonuses to the staff of the technical services and the 
workers and engineers participating in the introduction of new techniques. 

: For instance, bonuses to the tune of 1,250,000 rubles were paid for 

; the , designing and developing a new cross-country three-axle lorry with 
variable tyre pressure. 

A total of 150,000 rubles were paid in bonuses for the development 
j and introduction of a new method of extruding the steering knuckle for 
I lorries with a 4,000-ton press. 

! IMPROVING MANAGEMENT 

: The Works’ chief specialists lead the staff of the Works’ Main Offices 

; as well as that of all shops in their efforts to reduce production costs by 
i reducing managerial costs. 

j These efforts towards improved management go along the lines of a 
i more effective management with a simpler and cheaper organizational 
structure. 

Labour-saving in management is achieved through better organiza- 
tion of production and management; higher efficiency of the staff; simpler, 
shorter and quicker, mechanized, accounting and operational statistics, and 
I better and cheaper information. 

Thus, in 26 years, that is since the introduction of Works’ computer 
office, the number of accounting and clerical staff per 1,000 workers was 
cut almost by two-thirds, from 82 in 1932 to 27.8 in 1958, all the redun- 
dant being provided with employment according to their qualification. 

Personnel and administration promotion are the concern of their 
I direct superiors, shop and section managers, foremen and others, together 
; with the Personnel Department. 

I By short-circuiting unnecessary links in the organizational structure, 

I by replacing effective functions and operations of management for ineffec- 
I tive we are constantly reducing managerial costs. 

Thus, between 1955 and 1959, 14 shops were amalgamated into six 
j bigger ones: two machine assembly shops. No. 1 and No. 2, with 2,050 
I and 2,036 workers respectively, an assessories shop with 1,900 worked, a 
I foundry with 755 men that were divided between two foundries before etc. 

Simultaneously new repairs services were established as well as offices 
I for designing new equipment. 

I The above-mentioned amalgamation alone enabled the management 
: to reduce the administrative staff by 79 people all of whom were provided 
' with employment in accordance with their qualification. 

' This, in turn, made it possible to strengthen the Works’ technical 
services over the same period by employing another 987 men. Among th# 

: departments that profited most were the Chief Designer’s Department and 
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its expermi.ental shopj^ the Technology Department and the Chief Metal- i 
lurgisf s Department. ' j 

Further reduction in managerial staff will be brought about by the | 
introduction of electronic computers, the first of which to be installed early j 
in 1960. This will reduce the accounting and clerical staff by 250 and j 
ease the compilation of operational statistics. | 

You will observe, therefore, that an overall reduction of managerial 
costs at ZIL is accompanied by a steady growth, both absolute and rela- 
tive, of the number of designers, technologists and research workers, 

EFFECTIVENESS OF MANAGEMENT ‘ I 

■f 

Measurement of management, that is specification of objective and j 
comparable criteria of the level of its effectiveness, can well be described 
as one of the most intricate economic problems. 

We are inclined to consider as objective criteria of effective manage- 
ment those indices that express the ratio between such principal factors of 
production as gross output and basic and circulating capital shop- 
space etc. j 

Thus defined the increase in our managerial effectiveness over the I 
last nine years can be seen in the following table: 

y I 

/o 1 



Gross output 
per unit of 
basic capital 

Gross output 
per unit of 
circulating 
capital 

Gross output 
per metre 
shop-space 

1949 

100 

100 

100 

1953 

137 

184.2 

164.7 

1958 

184.1 

255.3 

269.5 


These figures show that in nine years output per unit of basic capital 
almost doubled, that the turnover of circulation capital taken against the 
volume of production increased by 150% and that gross output per metre 
of shop-space increased by more than 150%. 

An important generalizing index of the efiGiciency of management is 
the ratio between annual output and the total number of people engaged 
in management, that is all technicians and engineers and all accounting 
and clerical staff. 


This is illustrated by the following table ; ! 


Gross output 


per office-worker 

1949 

100 - 

1953 

142.5 

1958 

204.5 


These figures show that ZIL’s managerial costs in 1958 were only I 
half of what they used to be nine years ago. | 

The Works, in cooperation with the Labour Research Institute and I 
the Motor Vehicle Research Institute, continue their efforts towards 1 
improved management. 

These, in our opinion, are some of the specific problems of manage- I 
ment in the conditions of socialist state industry that we at ZIL encounter I 
and deal with in our work. ! 


iVew India Press, New Delhi. 
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PARTICIPATION OF WORKERS AND OFFICE EMPLOYEES ^ 
IN THE MANAGEMENT OF STATE ENTERPRISES 

Submitted by the 

U.S.S.R. PARTICIPANTS j 

Public ownership of means and implements of production and of ; 
products of labour is the economic basis of the Soviet Union. I 

Earth, its mineral wealth, woods, factories, plants, mines, transport, | 
building industry and other enterprises belong to the State, Le,, are | 

national property, since the State power in the Soviet Union is in the | 

hands of the working people themselves. | 

Under the Socialist order the unity of interests of the State and its | 
people ensures factory and office workers real rights and possibilities for | 
the most active participation in the management of national production. 

The present day period, a period of extensive construction of 
Communism, is characterised by further enhancement of socialist demo- 
cracy by drawing the broadest masses of workers into the management 
of the country’s affairs, 

Soviet people manage their national economy first and foremost 
through the Soviets of Working People’s deputies. Trade unions on their 
part extensively draw factory and office workers into the management of 
production. I 

Trade unions in the Soviet country are organised on an industrial 
principle ; all workers of an establishment or institution join one trade 
union organization, while each trade union unites the factory and office 
workers of one or several branches of the national economy. 

Being the biggest mass organization in the country, the Trade Unions 
unite on an entirely voluntary basis more than 52 million members. 

Soviet trade unions actively participate in the work of the govern- 
ment economic councils and planning agencies on matters of production, 
labour and welfare conditions for the workers. They also administer social 
insurance state budget which is 64,000 million rubles in the current year. 

Trade unions draw new millions of the working people into economic 
and cultural construction and management of production in the course of 
their many-sided everyday activities in the very midst of the working 
population in the effort to raise the cultural and material well-being of 
the people. 

One of the means of drawing the working people into the manage- 
ment of production is the collective agreement. " i 



NOTES' ' ! ' The ■ collective agreement is the chief document which defines the 

■; relations between the management and the workers,' It lists in very speci- 
fic detail the obligations of both the personnel and the management and 
specifies the tasks set before the establishment. The collective agreements 
: are concluded at the Soviet enterprises annually. 

I The Decree of the Council of People’s Commissariats of the RSFSR 
on collective agreements was signed by V. I. Lenin published on July 2, 

^ 1918. This document was one of the first Soviet labour laws and the first 
i law in history which recognised the legal force of the collective agreement. 

Let us follow the procedure of concluding the collective agreement at 
I the Gorki Motor-Car Plant, 

Broad sections , of the workers and employees of the plant took an 
active part in the elaboration of the collective agreement. The draft of 
i the collective agreement was drawn up on the basis of the suggestions of 
^ the workers which the trade union Committee of the Plant began to collect 
' long before its conclusion. The major points submitted for inclusion in 
the collective agreement were discussed at the meetings of the teams, 

; sections and. shops. The draft of the collective agreement was published 
in the plant newspaper and hung out on the stands in the production 
i sections. The agreement in its final form was adopted at the trade union 
conference of the plant. Here is a summary of some of its sections. 

The main issue is a bilateral agreement between the management and 
; the workers to ensure the fulfilment of the state production plan with 
I various organizational and encouraging measures provided for the purpose. 

. i' 

I The management assumed an obligation to introduce in the course 
j of one year minimum 9,500 rationalization proposals the realization of 
I which would give the plant 40 million rubles of economy annually, to 
i prepre 1,200 new workers, to raise qualification of 8,500 workers and 1,500 
I engineers and technicians. Considerable attention in the collective agree- 
I ment was given to commitments on the part of the management to create 
I for the workers favourable conditions to study at the evening and techni- 
I cal schools and at the institutes, 

! According to the collective agreement a sum of 8,820 thousand rubles 
was allocated on labour protection and safety measures. The management 
took upon itself an obligation to provide 500,000 rubles from the fund 
of the plant for accommodations to holiday resorts for the plant workers 
and employees. More than 1,000 workers were to be sent to overnight 
dispensary for treatment. 

Housing and workers’ welfare received special attention in the col- 
lective agreement. The annual plan envisaged additional 37 thousand 
: square meters of living floor space for the workers. The trade union com- 
mittee put aside 500,000 rubles for the construction of a gymnasium 
with a waterpool and allotted 1,800,000 rubles for cultural and everyday 
activities. 

Along with drawing up the collective agreement a plan of organiza- 
i tional and technological undertakings was elaborated at the plant. Parti- 
' cipation of the plant workers and employees in the elaborations of the 
plans of organizational and technological undertakings is a good form of 
drawing broad sections of workers into production planning. 

: To enable the workers of the plant to keep abreast of the fulfilment 

of the collective agreement it is distributed in many copies among the 
workers. 

Alongside with it there is an established rule at the Gorki Motor- 
, Car Plant, just as at any other establishment, according to which the 
section and department executives and the management periodically report 
on the fulfilment of the collective agreement at the workers’ meetings. And 
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tliC' final results are annually discussed and summed up at. the trade union 
conference of the plant. ' 

A total of 765 OOO meetings and conferences of the workers and 
office employees was held in 1958 throughoiit the Soviet Union, at which 
the results of the fulfilment of the collective agreements were checked. 

There were 5,249 workers’ meetings and conferences held in the Uzbek 
SSR in 1958 at which 21,000 workers spoke out and 13,483 suggestions 
were put forward for discussion, while in 1959 there were already 7,000 
meetings and conferences at which spoke more than 26,000 workers and 
more than 18,000 suggestions were discussed. 

The participation of the factory and office workers in drawing up 
collective agreements and their mass-checking is a school of management of 
production. 

Another no less effective form of mass and systematic participation 
of factory and office workers in the management of production which 
happily combines one-man management with the fullest participation and 
control of the entire personnel are the production conferences, initiated by | 
the workers in the first years of the Soviet power. | 

Since then they showed their full-blooded vitality and were widely used 
at the enterprises at every stage of economic construction. Production 
conferences were highly effective in disclosing new sources of raising labour 
productivity, in developing and improving production methods and in 
instilling conscientious attitude towards labour in the workers. 

At present production conferences have turned into permanently 
functioning bodies which carry out their work with active participation of 
workers, engineers, technicians and employees, representatives of manage- 
ments, trade unions and other public organizations. 

Members of permanent production conferences are elected annually 
by an open ballot at general meetings of the personnel including both 
union members and non-members. Production conferences report on their 
work to the general meetings of factory workers and employees not less 
than once every six months. I 

The democratic principle of electing production conferences by open 
ballot allow to include ' in their membership great number of foremost 
workers, innovators and rationalizers, most active engineers, technicians 
and employees who possess perfect knowledge of production methods and 
enjoy authority and respect among their fellow-workers. About 7 million 
workers take an active part in the work of permanent production con- 
ferences with a membership of over 112,000 factory and office workers. 

The tapping of new reserves for raising productivity of labour, in- 
creasing the output, perfecting quality and lowering production costs, as 
well as questions of technological progress and improvement of production 
methods have become the major issues of the work of production 
conferences. 

In 1958 production conferences considered and accepted more than 
2.5 million suggestions on how to improve work ; two-thirds of them have 
been realized. I 

All suggestions and decisions accepted at production conferences ■ 
have helped the personnel of many enterprises to take upon themselves ; 
higher obligations in fulfilling their 1959 production plan and the Seven- i 
Year Plan ahead of schedule. Production conferences of the Dnepropet- j 
rovsk Metal Works, Stalinogorsk Chemical Plant, Kuznetsk Metal Works | 
were among the initiators of this movement. I 

Plant and workshop production conferences are becoming on an ever " 
greater scale the initiators of important measures in raising the technological | 
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NOTES : ; level of production, improving its, economic indices, most active initiators' 

of mechanization and automation of production. For example, the 
permanent conference of the Dekhtyarsk copper mine of the Sverd- 
lovsk Economic Council considered measures in connection with meeliaiii- 
zation and automation of production processes in 1950. Workers and 
engineers made many valuable suggestions which allowed the management 
of the mine to automate the water drainage and the laddie-haulage 
system at two mines without extra expenditures. 

The role of production conferences as organs of public control and 
i thorough check of the management and the work of the enterprise has 
grown considerably. The Clause on production conferences stipulates 
that they have the right to listen to the regular reports of the management 
on the draft production and housing plans and on the fulfilment of state 
plans. The participation of broad sections of workers in such a control 
is a most striking evidence of full rights of factory workers and employees 
i in the management of state enterprises. The workers stand guard over 
strict maintenance of state discipline by revealing shortcomings in the 
I economic activity of an establishment or a workshop and by suggesting 
; and carrying out measures for their elimination. 

The work of production conferences is supplemented by such forms 
of workers’ creative activity as economic conferences and public reviews. 
In Byelorussian SSR, for example, 50,000 workers participated in the work 
of various commissions during a public review of safety arrangements and 
industrial hygiene, which brought in a crop of 45,000 suggestions for 
I improving labour conditions many -of which were introduced then and 
j there. 

I A profit of 1,300,000 rubles annually was gained by the Kharkov 
I Transport Engineering Works due to the introduction of 500 suggestions 
I made by the staff of the works during its public review. 

I No less successful was the public review organized by the Moscow 
I Trade Union and Economic Councils of the Technological level of 
I machines and instruments put out by Moscow enterprises. 

The basic method of socialist construction is socialist emulation, 
i It expresses the relations of co-operation and comradely mutual assistance 
of the working people in production process. Socialist emulation is closely 
linked with the change in the characteristic features of work with its 
transformation from forced labour into work of honour, valour and 
, heroism. Such transformation is possible only in the country where the 
! working people work for themselves for their workers’ State. 

The importance of Socialist emulation lies in the fact that it is an 
ever^ active source of people’s initiative and organizational talent, that its 
participants become imbued with high responsibility for their common 
cause, developing their production and technological skill, and that it is a 
very good form* of workers’ participation in the management of 
production. 

In the course of the development of our society socialist emulation 
also gained in scope. New more progressive and mature forms appeared 
on the initiative of the rank-and-file. 

At present a burst of creative enthusiasm sparked by the Seven- 
Year Plan, has given rise to a new movement called communist work 
teams. More than 181,000 teams, shifts and sections and nearly 3 million 
workers, engineers and technicians. 

Their motto is to be an example in labour and life. And they work 
hard to constantly improve production methods, better utilize their work- 
ing hours, machinery and materials, thus, attaining higher productivity of 
labour. They persistently study and improve their skill and strive to live 
up to the high ideals that communism requires from its adherents. 
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: Initiated by Valentina Gaganova, a Vyshni Volockek ■ Textile worker, ' i 
now Hero of Socialist Labour, a new wonderful movement was boni' : i 
leaders of foremost teams, sections and shifts take over those which lag j 
behind in order to help them to come up to. the^ level' of foremost teams ! 
and sections., ■■ ■ ' ' 

Trade Unions see to it that socialist emulation is given every publi- 
city and made wide use of various methods of encouragement of 
workers. , i 

Foremost teams, sections and shifts were awarded Red banners and i 
pennants, photographs of front-rankers were prominently displayed on I 
Honour Boards, their names entered into honour books ; best teams, i 
sections and shifts, as well as foremost workers were given diplomas and ■ 
liandsome bonuses. ; 

During 1954-1958, 1,910 workers of industry, transport, building and | 
agriculture were awarded titles of Heroes of Socialist Labour, while ; 

540.000 workers, collective farmers, engineers, scientists and office ; 
employees were awarded orders and medals of the Soviet Union. 

Great is the share of Soviet inventors and rationalizers in successful | 
work of the Soviet people. They are people of diverse professions and 1 
various ages and educational levels, but they are united by something ■ 
common to all of them — creative, solicitous, thrifty approach to their | 
work and the wish to multiply the successes of their enterprises. . j 

The ranks of rationalizers in the Soviet Union are steadily increa- | 
sing. Today they are 2 million strong. A formidable army as compared | 
with 555,000 innovators the country had in 1950. I 

The number of inventions and innovations introduced into production | 
is on the upgrade ; they call forth the improvement in technology^ of | 
production and the saving of money and material resources in various | 
branches of industry. i 

In 1958 alone 9,721 million rubles were saved due to the iiitroduc- | 
tion of rationalization proposals and innovations. During the first six; 
months of 1959 practical application of more than one million suggestions j 
saved the country nearly 5,500 .million rubles. | 

To further stimulate technical creative thought in a broad section | 
of the working people and to draw workers into the management of ; 
production the All-Union Inventors’ and Rationalizers’ Society was set up in | 
our country ; at present it has over 1300,000 members. 35,000 local | 
branches were opened at the plants, mines and construction sites. | 

The councils of the Society at the enterprises promote technical ! 
progress by enc^raging workers to come forward with their own ideas and 
inventions, poihrag out the most urgent problems to concentrate on and 
organizing competitions and discussions of the innovators’ achievements. 

The inventors and rationalizers take part in the emulation to set up 
a Seven-Year Plan fund and are taking an obligation to contribute their 
share of inventions and rationalizing suggestions for a total sum of 

100.000 million rubles. 

Scientific and technological societies play a very important role in 
stimulating technical progress and in raising productivity of labour. : 
Their membership has increased for the last three years nearly four-fold ; 
and is now 800,000 members. | 

Other forms of drawing working people into the management of 
production, such as workers’ meetings, conferences of most active members I 
of trade unions and economic bodies, branch and inter-branch production 
and technological conferences, systematic activities of production and ! 
technological as well as technological and economic councils set up at the 
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^NOTES I eiiteiprises, institutioBs, ' economic ..councils,, .ministries 'an.d , depa.rtiiients are 
I also extremely popular in the country. 

Great number of rank-and-file workers take ^ part i,ii the activities 
I alongside with prominent scientists and leading engineers. 

Profitable work of an enterprise and over-aiid-above the plan accu- 
mulations are the result of creative activities of its workers and employees, 
their effective participation in managing the production, profits, in their 
turn, provide resources for the factory fund. 

i From four to six per cent of planned profits depending on the branch 
: of production and from 20 to 50 per cent of profits in excess of the 
; planned figure are credited to the factory fund. 

The fund is spent on modernisation of operating machinery; on the 
I expansion of production, on housing and repairs, on improving cultural 
I facilities and general amenities, as well as on bonuses for the workers, 
i office employees and engineers, on accommodations at holiday resorts, 

I grants and benefits for workers. 

I These funds are spent by the management only with the consent 
! of the trade union committee. 

For example, out of 1,600,000 rubles credited to the fund of the 
i Krasny Oktyabr confectionary factory 800,000 rubles spent on the 
I improvement of cultural facilities and amenities, on booking accom- 
; modations at holiday resorts for its workers and employees. 

I At the Yava Tobacco Factory 550,000 rubles out of the factory 
I fund were spent on housing, grants and benefits for workers. 

One of the most important acts of the Soviet Government in a series 
: of economic undertakings aimed at raising the level of the national 
I economy and labour productivity will be the completion of the programme 
! of switching-over to a six and seven-hour working day for workers and 
remployees in all branches of the Soviet national economy. The under- 
^ taking is another step forward in the further improvement of working 
conditions and living standards of the Soviet people. It enjoys active 
support and participation of the working people as the change-over to a 
six and seven-hour working day will not affect the wages; they will not go 
down, but on the contrary will be somewhat raised. 

This will be achieved through the introduction of new machinery 
and progressive technology, through the improvements in production 
technique and organization considerable part of which is introduced by 
the workers themselves who introduce higher work and pay rates, as 
, well as by considerable sums granted by the State. 

The main aim of socialist production is maximum satisfaction of 
the ever growing material and cultural requirements of the whole society. 
In the Soviet Union workers and employees besides their wages have a 
! number of other incomes and free-of-charge services which considerably 
I raise their living standard. 

I Supervision of all kinds of benefits and grants paid out to the work- 
: ing people in our country is implemented by trade unions. Their responsi- 
i bilities have been considerably increased lately due to the extension of 
i rights of factory and plant committees. 

: The Regulation of rights of factory and plant committee approved 

: by the Presidium of the Supreme Soviet of the USSR in July, 1958 creates 
i for trade union most favourable conditions for discharging their duties. 

In accordance with the Regulation trade unions committees take an 
I active part in drafting production and capital construction plans, organize 
I socialist emulation, sum up results and move suggestions before the higher 
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economic and Soviet,' bodies on the questions of the work of their respec- * 
tive enterprises. ■ 

The trade union committees enjoy , extensive rights in setting up ■ 
work rates, norms and wages. ' The management- may 'set up tariff rates 
on various operations, give higher qualifications to workers, set up new | 
nonns and revise old ones, introduce wage scales only by agreement with 
factory or works' committees. 

The factory and works committee is also invested with broad authority 
to supervise labour protection and observe labour legislation. It has its 
representatives in the acceptance committees when new workshops and 
sections are put into operation.^ The management cannot dismiss workers | 
or employees without consent of the trade union committee. 

The broad functions of the factory and works committee are streng- 
thened by the ample powers granted to the committee to raise before a 
higher trade union body in cases of necessity the question of dismissal or 
punishment of managerial executives who failed to fulfil their obligations 
as to the organization of labour and wages, labour protection and safety. 

The Regulations run to the effect that the factory and works 
committee is to state their view on candidates promoted to the leading 
executive posts by the management. 

The Soviet State pays considerable attention to health protection and 
medical service of the working people. The entire population of our 
country enjoys free medical service. Workers, employees and members of 
their families are sent to health and holiday resorts and the children to 
summer and winter camps at the expense of the state social insurance 
fund. They receive their accommodations at the health and holiday i 
resorts either free of charge or paying only 30 percent of the price. i 

Considerable part of these funds goes to provide for medical dietary, 
temporary disability benefits, paid holiday and maternity leaves. At 
present a maternity leave in the Soviet Union is 112 days — 56 before 
giving birth and 56 after. 

Feeding mothers are granted breaks during the working day to feed 
their babies for which they get full pay. 

Besides allocations for state social security there are state grants for 
mothers of many children and for single mothers. 

To keep an eye on the work of health and children establishments 
and on correct distribution of benefits and grants among workers and 
olBBce employees social insurance councils are elected within the trade union 
committees from active workers and employees. 

Extensive housing construction is underway in the Soviet Union. 
The Government shows concern that the rent was not a burden on workers’ 
income. ^ ' 

Average expenditure on rent and communal services do not exceed 
4 to 5 per cent of the worker’s budget. 

Housing and welfare commissions formed of workers and employees 
display constant care for the improvement of the working people’s living 
conditions. 

In the Soviet Union education in secondary and "higher schools is 
free of charge. Students of institutes and technical schools receive 
stipends. There is also an extensive network of free-of-charge vocational 
schools. 

Workers and employees are granted annual paid holidays from two 
weeks up to two months- 
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The Soviet old-age pension scheme is the ' best in the world. - Old- 
. age pensions, are normally given to men' at 60 and' to women at 55. 

I Workers . employed underground or doing heavy and '.harmful 'work are 
: granted'pensions; at 50-55 (men) and 45-50 (wo,men). ,' Old-age pensions, are 
^ mi.mmuiii. '300 rubles, and' maximum 1,200 rubles '.a month... .Pensions ..are 
given by special. comniissi.ons of local City .Soviets members of which -are 
I representatives of trade union -committees. 

I .The new Foundations of; Labour, Legislation in the USSR published 
recently in the press is, the para,mount act of , the Soviet State. . Among 
' oilier clauses it contains sections dealing w.ith trade- unions and stressing 
, their important role in drawing, workers and employees into the manage- 
■ ment of production. ' : \ 

:, , You can gather .from' this, paper that, workers and office employees 
I in the Soviet Union possess considerable,; practically .unlimited, rights „ in 
; the management of state. ent'erp.risesv which they utilize to,- the full. ' For 
I many this participation in the management of t,heir , respective entei-prises 
i becomes a, school of future running the state. On the other hand, through 
I this system 'they b.ring their influence : to bear upon the activity of state 
I enterprises and , upon the development of the national economy as a whole. 

i ' There is no more responsible and honourable ■ task for Soviet workers 
I' and^ office employees, than that ' of participating in the management of the 
j; affairs of their country. 

Constantly improving and perfecting their management of economic 
and cultural construction the wo.rking people of our country create every 
I condition, for'fu,rther prosperi'ty of our country.' 
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L INTRODUCTION | 

ATTENDANCE j 

1. The United Nations Seminar on Organization and Administration I 

of Public Enterprises in the Industrial Field was held in Rangoon, Burma, 
from 15 to 26 March, 1954. i 

2. TheSeminar wassponsoredjointly by the United Nations Economic | 

Commission for Asia and the Far East, the United Nations Technical Assis- | 
tance Administration and the International Institute of Administrative | 
Sciences. The Government of the Union of Burma acted as host for the 
Seminar. i 

3. The Seminar was attended by representatives of Burma, Cam- 
bodia, Ceylon, China, France, India, Japan, Pakistan, the Philippines and 
the United Kingdom of Great Britain and Northern Ireland. It was also 
attended by observers from Israel and the Union of Soviet Socialist Republics. 

4. Also present were eight United Nations TAA consultants from 
various countries outside the ECAFE region whose services had been special- 
ly secured for the purpose of exchanging views and experiences with the 
representatives of countries of the region. 

5. A complete list of delegations, observers, consultants and United 
Nations personnel is given as appendix 1 to the report. 

OPENING ADDRESSES 

6. Mr. LOK AN ATH AN (Executive Secretary of ECAFE) welcomed 

the delegates to the Seminar. He stated that in an endeavour to step up the 
rate of economic development, and thereby to expedite the raising of living 
standards, many countries, of Asia and the Far East had chosen active 
participation by government in economic activity. As a result, the activi- 
ties of governments had been extended from the hitherto established field 
such as posts and telegraphs and communications to fresh fields such as 
industry, marketing, trade and agriculture. The results of the actual opera- 
tion by governments of many industrial and economic enterprises in this 
area had revealed both the weaknesses and potentialities of such enter- 
prises. There was therefore a sense of urgency in the countries of the ECAFE 
region to find appropriate means of coping with the problems connected 
with the organization and administration of public industrial enterprises. 
There was fear lest any inefficiency of government-owned enterprise might 
lead to mishandling of developmental problems and thereby halt economic 
development. There was also a fear that any failure of a public enterprise 
might ultimately create an adverse climate not only for public enterprise, 
but also for private enterprise in its continuing and important role in the i 
economic development of these countries. I 

7. He extended a warm welcome to the United Nations TAA consul- 
tants who had come from many parts of the world to participate in the 
Seminar. He stated that the consultants had a vast experience upon which 
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I the delegates might draw and that through them it should become possible 
to bring to the countries of the ECAFE region the best of the experience 
of countries elsewhere in the world. Some of these experiences would 
suggest the policy and organizational patterns which were desirable. Other 
I experiences no doubt also would show the policies and organizational rela- 
I tionship to be avoided. 

I 8. The Executive Secretary stated that the Seminar would not be 
i, concerned with the question of relative merits of public and private enter- 
i prise, but that discussion would be focussed upon the ways by which the 
i organization and administration of public enterprises might be improved 
i in order that they might be able to serve the interests of the community. 

1 9. Mr. LAVES (Secretary-General of the Seminar) stated on behalf 

i of the International Institute of Administrative Sciences that the institute, 
i an international, non-governmental, professional organization established 
i in Brussels, had long been concerned, as evidenced by its publications and 
i conferences, with many of the questions of organization and administration 
i that were to be discussed in the Seminar. The HAS had sought to bring 
i to the Seminar the results of systematic study of some of the problems involv- 
j ed as well as the record of experiences in various countries. Moreover 
^ it had included material on research into human relations which had begun 
i to point the way to new means by which human energies could be most 
I effectively released and yet mobilized toward the attainment of common 
I purposes in industry, whether public or private. 

i 10. The problems of public industrial enterprises which were on the 
i Seminar agenda constituted a special challenge to the educational institu- 
: tions of the countries of the ECAFE region concerned with training for 
public service and for leadership in the economic and social fields. 

I 11. Mr. Laves pointed out that unless and until the kinds of issues 
I raised in the agenda were courageously faced, as the countries proposed to 
: do in the Seminar, and then were equally courageously dealt with, the out- 
! look for the welfare of the people must remain uncertain. Furthermore, 

I unless these problems were faced in the perspective of the many dynamic 
I forces currently at work in the rapidly evolving social systems of the ECAFE 
I region, the solutions were likely to be disappointing if not deceptive. Indeed 
I it might be said that for this very reason, the Seminar agenda bore a direct 
I relation to factors determining the future stability of the countries of the 
{ region. In conclusion he expressed the view that the growing concern in 
{ the region for improving governmental organization and administration, 

! as evidenced in the convening of this Seminar, gave special hope for the 
! progress of economic development and the introduction of technological 
, changes in the ECAFE region. 

I 12. U WIN (Minister for National Planning and Religious Affairs 
1 of the Union of Burma) extended a warm welcome to the delegates and 
; consultants and to the United Nations personnel participating in the 
Seminar, and he expressed his keen interest in the work of the Seminar. 

I He stated that a number of countries in the region, having won their national 
I and political independence, were at present applying their energies to the 
I achievement of rapid economic development with a view to securing a 
I higher standard of living and fuller employment. In their endeavour to 
I expedite the raising of living standards and to improve the social welfare 
; of the people, these governments had to shoulder responsibilities which 
I formerly lay outside the sphere of the administration. The Government 
j of the Union of Burma had established a number of development corpora- 
; tions, such as the Agriculture and Rural Development Corporation, the 
{ Mineral Resources Development Corporation and the Industrial Develop- 
{ ment Corporation, in order to give effect to its various development schemes. 

; Similar action was being taken in other countries of the region. 

13. The minister pointed out that in the field of industrial develop- 
ment, one of the most important problems facing governments was that of 
tlie organization and administration of the various industrial enterprises 
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set up by the State. Given the necessary modern equipment and the iieces- | 
sary supply of raw materials there still remained the important task of pro- i 
viding the newly established factories and organizations with trained per^ | 
sonnel and skilled management in order to make those public enterprises ; 
efficient and better able to serve the interests of the community. This had j 
become, in recent years, a problem of great and growing importance to | 
countries of the ECAFE region. ' , i 

14 . The minister was confident that in the healthy atmosphere of ^ 
friendship, informality and pooling of resources obtaining in the Seminar, 
the representatives from countries of the region would be able to benefit 
by the experience of those from the various countries of the world, and be | 
able to find practical solutions to the various problems facing them. 

VOTE OF THANKS ■; 

15. Mr. FERNANDO (Ceylon) expressed the appreciation of the ; 

delegations for the efficient arrangements made by. the Government of the | 
Union of Burma and for the warm and inspiring address of welcome by the i 
Honorable U Win and proposed a vote of thanks. Mr. GEOFFROY- | 
DECHAUME (France) joined in the proposal. The vote of thanks was j 
carried by acclamation. | 

ELECTION OF THE CHAIRMAN AND VICE-CHAIRMAN I 

16. On a proposal by Mr. FERNANDO (Ceylon), seconded by i 
Mr. GEOFFROY-DECHAUME (France,) U AUNG SOE (Burma) 
was unanimously elected Chairman. On a proposal by U TIN PE (Burma), ^ 
seconded by Mr. CHAMROEUN-BUNROEUN (Cambodia), Mr. PETER ! 
OLIVER FERNANDO (Ceylon) was unanimously elected Vice-Chairman, i 

" " ■ , , ' i 

ADOPTION OF THE AGENDA I 

17. The provisional agenda (Seminar paper No. 1) was adopted | 
without amendment (see appendix 2), 

ADOPTION OF THE RULES OF PROCEDURE 

18. The rules of procedure of the Economic Commission for Asia i 

and the Far East and Committee on Industry and Trade were adopted as I 
applicable to the Seminar. | 

CREDENTIALS I 

19. The credentials of the delegates and observers were examined by | 

the Chairman and Vice-Chairman and were found to be in order. i 

ADOPTION OF THE REPORT j 

20. The report was adopted by the Seminar on 26 March 1 954. 

CLOSING OF THE SEMINAR I 

21. The Seminar concluded with votes of thanks to the Chairman, 
the Vice-Chairman and the host government. ^ 

II. TRENDS IN THE DEVELOPMENT OF PUBLIC 
ENTERPRISES IN THE INDUSTRIAL FIELD 

22. The Seminar considered the ECAFE Secretariat paper summariz- i 

ing “Trends in the Development of Public Enterprises in the ECAFE Region'’ 
(Seminar paper No. 21). The Seminar also considered the following 
papers received from the countries of the ECAFE region which bore speci- 
fically on this agenda item: “Public Enterprises of Ceylon” (Seminar 
paper No. 32), “Public Enterprises of China” (Seminar paper No. 33) 
and “Organization and Administration of Public Enterprises in the Union of 
Burma” (Seminar . paper No. 35). i 
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■ MOTIVES FOR THE ESTABLISHMENT, OF PUBLIC ENTERPRISES 

' 23. Throughout the ECAFE region governments are anxious to speed 

■up economic development in order to raise the standard of living. To this end 
they resort to public enterprise, which usually develops under the influence 
of one of three factors. The first and probably the most important is lack 
of private investment capital. In many countries outside and inside the 
ECAFE region, governments have been compelled to develop resources 
4 and enterprises in the national interest when private capital is unable or 
unwilling to provide the necessary investment. Important examples are the 
development of railways, road transport, airlines and power resources. 
The second reason is a political and social philosophy of public control 
over national resources. Examples are the post-war nationalization measures 
in the United Kingdom and France as well as the recent creation of soine 
public enterprises in the ECAFE region. Thirdly, there is the type of public 
i enterprise which may be called government enterprise by default. In many 
I cases, especially in Europe, governments had to save important insolvent 
I enterprises or maintain employment in a period of depression by taking 
j over shares and often the control of an industrial enterprise. This has led, 

I in such countries as Germany or Italy, to hundreds of scattered govern- 
I ment holdings in a variety of enterprises. This last type is on the whole 
I a haphazard and undesirable form of government enterprise. 

! 24. The Seminar considered that a scrutiny of the motives for the 

i establishment of public enterprises would help governments in the ECAFE 
region to clarify their purposes in planning. 

‘ FIELDS OF PUBLIC ENTERPRISE 

25. There are a number of fields in which public enterprise has 
established itself as the appropriate instrument. The classic fields of public 
enterprise are certain basic utilities, such as transport of national significance, 
the development of power and water resources and the conservation and 
utilization of forests. 

26. In manufacture, the role of the State is more limited and less 
I prominent than in basic utilities. In some countries, governments are 
I compelled to operate a factory sometimes because wartime circumstances 
I or other emergencies make it imperative for the State to produce a certain 
I commodity. Examples are the government factories producing synthetic 
I rubber in the United States and Canada. In the countries of the ECAFE 

I region, governments may often have to sponsor certain manufactures (e.g., 
j the Government Spinning and Weaving Factory in Burma) because there is 
no private capital or organization available. But by and large, govern- 
ments generally regard direct responsibility for manufacture as exceptional 
rather than normal and they often tend to look for ways of transferring 
responsibility to private interests sooner or later. In fact, in Ceylon^ 
proposals are under active consideration for the eventual transfer of depart- 
mental industrial undertakings to private ownership. 

PUBLIC REGULATION 

27. There are many instances, in various parts of the world, of 
public regulation of private production and prices without direct govern- 
ment participation. This is particularly the case in agricultural production 
both in Europe and in America. 

MONOPOLISTIC AND COMPETITIVE GOVERNMENT ENTERPRISES 

28. Outside the ECAFE region, both monopolistic and competitive 
government enterprises are in operation. The British and French nationaliz- 
ed industries are statutory monopolies in such fields as coal mining, gas, 

I electricity and transport. In most countries, electric power generation is 
j also a government monopoly, but in the United States public power and 
; private power compete strongly. Limited competition exists, for example, 

I in Australia where a government airline and private airlines operate side by 
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side under common supervision, and in Canada where government and | 
private ■ railway systems similarly operate under common public control i 
over tariffs. Even where government enterprise has a monopoly and can ! 
in theory regulate its prices so as to make a profit, it is usually compelled 
by law and fact to consider the public interest and to keep prices as low as 
possible. 

GOVERNMENT-CONTROLLED CO-OPERATIVES 

29. Ill the EC AFE region there is considerable development of 
government-sponsored co-operatives. These co-operatives are in effect 
public development schemes, in which the government organizes and co- j 
ordinates various interests (e.g. producers, retailers, consumers) and makes 
capital advances, controls profits or maintains other controls. 

PARALLEL OWNERSHIP AND BALANCED, ECONOMY | 

30. Many governments in the region have planned to develop a I 

well-balanced mixed economy based on parallel ownership of industries. | 
The public sector, while being swiftly widened, attempts to integrate itself j 
with the private sector. Instead of duplication or overlapping, the two | 
sectors have operated and developed hand-in-hand in a closely integrated j 
economy. The State steps in by filling the gaps in the structure of industry | 
and by providing the base for later developments. The governments are i 
mostly interested in setting up new enterprises which are vitally needed by ; 
the economy. i 

31. In India, where there is substantial capital in private hands, the | 
government would be relieved if private capital would venture into indus- | 
tries according to the priorities demanded by development. The official | 
opinion was well expressed by the Prime Minister of India in an interview on | 
21 August 1949. Referring to the undertakings under private control, he | 
said: '"As long as these industries are kept going and are employing many | 
people, we would rather use our resources for developing new projects and i 
employing more people. If these industries are well managed privately, we I 
see no need for nationalization at any time”. All that is pleaded for is i 
that private enterprises should move in directions which will be compatible ! 
with as well as conducive to the larger interests of the nation. A similar ; 
policy has been evolved in some other countries of the ECAFE region. | 

CONCLUSIONS I 

32. The Seminar emphasized the need for a basic though flexible j 
plan in relation to public enterprise in the countries of the ECAFE region, i 
Governments should as far as possible decide, on the basis of their resources, 
economic needs, public opinion, social policy and such other matters, which | 
sectors of economic life they propose to develop or maintain under pe’r/nanent 
public control, which sectors they propose to leave to private enterprise and | 
which sectors they propose to develop initially by public enterprise for even- ' 
tual transfer to private interests. 

33. It should however be borne in mind that proposals to transfer 
public enterprise either completely to private ownership or into partnership 
with private enterprise is not likely to be successful. Private capital does 
not view sympathetically the government investment in social welfare expen- ; 
diture which is sometimes found in public enterprise. This heavy expenditure ■ 
may limit possibilities of high dividends which private enterprise normally 
expects. The experience of Turkey illustrates this point. 

34. It will be necessary to devise a special form of organization which 
will provide for public investment and at the same time give security to the 
private interests involved. 

35. It was also considered that where it was decided to invite capital 
either alone or in partnership with government, reasonable security for 
investment should be provided. 
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: 36. It was further' considered tliat it was proper and inevitable that 

i political ideologies and social sentiment should play an important part in the 
[ determination of the area of public enterprise. The experience of Western 
I countries shows that enthusiasm 'for public enterprise must not be allowed 
I ' to:' obscure the hard core of practical problem.s which remain whethe:r the 
j .enterprise is public, private or .mixed. Pub.lic enterprise does not by itself 
I solve the problems of economic efficiency, of price policy, of labour relations, 
i of management and personnel, and many others. It was considered that the 
-j governments of the ECAFE region would avoid many disappointments if 
I they educated the public in these problems. 

I ,111. TYPES OF ORGANIZATION 'SUITA.B.LE FOR 

I PUBLIC UNDERTAKINGS 

I 

j 37. The Seminar considered the ECAFE Secretariat paper summariz- 
j ing the experiences in the countries of the ECAFE region on types of organi- 
i zations (Seminar paper No. 22) and the basic discussion paper (Seminar 
j paper No. 12). It also considered the country experience paper prepared by 
I India (Seminar paper No. 37) on the subject. In addition, a large number of 
I memoranda from outside the region, as listed in the guide to documenta- 
I tion (appendix 4), were placed before the delegates. 

38. It was observed that the main types of organization in use in 
countries of the ECAFE region were: 

(a) Organizations managed on government departmental lines 
{b) Organizations managed by a board or committee 
(c) Public corporations 
{d) Mixed-ownership corporations. 

DEPARTMENTAL MANAGEMENT 

39. Initially, no distinction was drawn between public enterprises 
and traditional government functions. For this reason, the oldest public 
enterprises such as the postal service, tobacco, match, and salt monopolies, 
telegraph service and in some cases, railways, are generally organized, financ- 
ed, and controlled in much the same way as any other central government 
department or bureau. This form of organization is still commonly employ- 
ed when the main purpose of the enterprise is to provide revenue, as with 
the tobacco monopoly in Austria, France and Italy, or to control consump- 
tion, as with liquor monopolies in a number of States in the United States 
and Canada. In Ceylon, the salt, railway and post and telegraph services 
are run as commercialized institutions at departmental level 

40. The principal characteristics of this form of organization are as 
follows: 

I (a) The enterprise is financed by annual appropriations from the 

I Treasury and all or a major share of its revenues are paid into 

the Treasury; 

Q}) The enterprise is subject to the budget, accounting and audit 
controls applicable to other government activities; 

{c) The permanent staff of the enterprise consists of civil servants, 
and the methods by which they are recruited, and the condi- 
tions of service under which they are employed, are ordinarily 
the same as for all other civil servants; 

{d) The enterprise possesses the sovereign immunity of the State 
and cannot be sued without the consent of the government. 

41. While this type of organization appears to ensure the maximum 

degree of control by politically responsible officials, it falls far short of 
providing the teiMKty essential to effective operations. It fails adequately 
to take into account ceHain characteristics which clearly 

set industrial and commercial enterprises apart from the general riin-of- 
government programmes: {a) the government is dealing with the public 
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in the manner of a businessinaii rather than a sovereign; (b) individual 
users, rather than the general taxpayer, are to pay for the cost , of goods and 
services; ' (c) expenditures necessarily fluctuate with consumer demand and | 
cannot be predicted accurately or realistically kept within annual } 
budgetary limitations; and (d) operations are being conducted within areas ! 
ill which there are well established trade practices. Under this form of i 
organization, public enterprise has sometimes become synonymous with j 
red tape, inadequate service, and insensitivity to consumer needs. I 

42. The basic difficulty is that most enterprises have operational and I 
financial requirements which are incompatible with the normal govern- i 
mental administrative and financial structure. 

43 . Use of the traditional form of government organization also tends 
to make it more difficult to pp erate a n enterprise on a self-sustaining basis. 
Normal government activities are nof^ expected to be self-supporting and 
ordinarily are financed out of general tax revenues rather than from fees i 
paid by individual users of the service. If fees are charged, they do not i 
bear any direct relation to the cost of furnishing the service. I 

44. The main weakness of departmental management has been found | 

to be that it is not conducive to initiative and flexibility. It has been observed | 
that too many autliofities ha?ve to be cbnMted and that officers at various | 
levels often hesitate to take decisions, their area of authority not being | 
clearly defined; the result is dilatory procedure. Furthermore, financial | 
regulations which have been devised for the administrative activities of the I 
government have often been applied to commercial activities with stultify- I 
ing effects. Thus quick decisions are not taken, and the opportunity for i 
a successful transaction is often lost. r 

45. Another weakness of this type of organization that has been noted | 
in countries of this region is that sometimes there has been a tendency not to j 
take seriously the losses that have been incurred. In many cases, continuous I 
losses have been incurred because of the unecqnqmic size of the unit, | 
and there has been no attempt to reorganize or even liquidate as would have j 
been the case if the enterprise had been privately owned. The question j 
is not so much whether government policy in continuing production is | 
socially justifiable, but whether government itself or the public is fully | 
cognizant of the reasons for continuance of the burden on. the taxpayer. : 

46. While it is theoretically possible to endow an enterprise managed I 

on government departmental lines with some degree of operating and I 
financial flexibility, in practice it is always difficult to do so. As long as an j 
enterprise IS not clearly differentiated from other types of government activity, | 
strong pressures will be brought to make it conform to all the standards of ; 
government regulations and procedures. A passion for uniformity is one j 
of the characteristics of bureaucratic administration. | 

DEPARTMENTAL MANAGEMENT UNDER COMMITTEES OR BOARDS 

47. Committees or boards consisting of the representatives of the 
various ministries are in some cases set up for departmentally run enterprises ^ 
with a view to imparting flexibility and allowing for quick decisions. Thus, ! 
in Burma, there are the Spinning and Weaving Factory Board, the Tile 
Factory Board, and the Paper and Chemical Industries Board composed of : 
representatives of the various ministries. In India, inter-ministerial com- 
mittees were set up for the execution of the Bhakra-Nangal and Hirakud 
Projects. The need for such inter-ministerial committees arose because, 
at the stage of both planning and execution, the assistance, concurrence 
and sanction of several ministries were frequently required. Land had to I 
be procured, water and electric power supply to be assured, railways or : 
transport facilities to be installed, stocks to be purchased, and allocations of 
building and other materials to be arranged. The presence of representa- ; 
tives of the Finance Ministry on these committees or boards has facilitated ! 
quick decisions in regard to expenditure. In other countries, for example ^ 
in Thailand, boards have also been established but not necessarily composed , 
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NOTES : of represeiitatives of a number of ministries. In' the recently reorganized 

i Thai Airways Company, the Ministry of Transport and Communications 
^ and the Air Ministry are the only ministries represented on the board of 
; directors. 

48. With a view to curtailmg. delay in procedure regarding matters 
f such as financial expenditure, employment, appointment and dismissal of 
' personnel, the administrative and financial rules concerning government- 
; owned enterprises have been revised in some countries. Instances of this 
' ; nature are the relaxation of tender board procedure for the departmentally 
I run State Cement Factory in Ceylon, and the delegation of powers to the 
! railways in India. The culmination of this procedure is probably seen 
i when any big commercial undertaking covering a whole country requires 
i establishment of separate ministries or departments. When the scale of 
operation is substantial or nation-wide, these enterprises are run as separate 
^ departments or ministries. In Malaya, the management of railways has 
: recently been entrusted to the Malayan Railways Administration, which has 
I considerable independence in comparison with an administrative department, 
i The legislation recently passed in Thailand for the establishment of an 
i independent Railway Authority and Bangkok Harbour Authority reveals 
I similar development. The operation of the Indian railways is probably 
-unique in the region. The Indian Railways Department has its own 
I financial, administrative and appointment procedure and its own account- 
i ing and auditing departments. Furthermore, the railways have been 
i divided according to the various regions served by the lines and have a 
; considerable degree of decentralization as regards operation. The Seminar 
observed that while these developments might be partly traced to the fact 
! that formerly the various railways happened to be run by dilfferent com- 
I panies, the experience had been useful and deserved notice by the countries 
of the region. 

i PUBLIC CORPORATIONS 

I 49. With the rapid expansion in the number of government owned 
I and operated enterprises, it became evident that a new institution had to be 
! developed which could be clothed with the power of government, but which 
would possess the operating flexibility of private enterprise. The pragmatic 
and ready-made solution was to adopt the form of organization most com- 
monly employed by large-scale private enterprise— the corporation. Use 
of the corporate device enables a government to create an agency which can 
act in its own name rather than in the name of the State. Over the past 
) twenty-five years the public corporation has become the most common 
form of organization for public enterprises. 

50. The principal characteristics of the public corporation are as 
follows: 

(a) It is wholly owned by the State; 

(b) It is generally created by of pursuant to a special law defining 

: its objects, powers and privileges and prescribing the form 

of management and its relationship to established depart- 
i meats and ministries; 

(e) As a body corporate, it is a separate entity for legal purposes 
I and can sue and be sued, enter into contracts, and acquire 

I property in its own name; corporations conducting business 

I in their own name have been generally given greater freedom 

in making contracts and acquiring and disposing of property 
! than other government agencies ; 

I (d) Except for appropriations to provide capital or to cover losses, 

It IS usually independently financed; it obtains its funds by 
I borrowing either from the treasury or from the public, and 

I through revenues derived from the sale of goods and services ; 

j it is authorized to use and re-use its revenues; 



NOTES 


(e) It is' generally exempted from most of the regulatory and pro- 
hibitory statutes applicable to the expenditure of public funds ; 

(/) It is ordinarily not subject to the budget^ accounting and audit 
laws and procedures applicable to non-corporate agencies; 

(g) In a majority of cases, employees of public corporations are 
not civil servants, and are recruited and compensated under 
terms and conditions which the corporation itself determines. 

51. The chief advantages of the corporate form of organization 
for private enterprise — ^limited liability, pooling of investment, transferability 
of securities and perpetuity — have little or no significance for a public enter- 
prise. The principal benefits of the public corporation as an organizational 
device are to be found in its freedom from unsuitable government regulations 
and controls and its high degree of operating and financial flexibility. | 
The special powers granted to public corporatiohs are designed to enable a - 
government, when it undertakes to operate an industrial or commercial I 
enterprise, to render service and discharge its obligations to the public 
as nearly as possible in the same manner as a private business. Freedom 
from restrictive statutes with respect to disbursements, contracts, purchases 
and personnel permit a corporation, where desirable, to follow standard 
commercial practice in carrying on its business. Expansion of facilities 
to take care of an unanticipated growth in business can be financed, without 
undue delay, by use of revenues or borrowings. 

52. The public corporation has satisfied a very real need for a public j 

institution which would possess some of the operating flexibility of private | 
enterprise, but in doing so it has sometimes sacrificed public accountability. | 
Existing controls to ensure responsiveness to direction by politically respon- I 
sible officials have often been abandoned without adequate substitutes being j 
provided. Public corporations do not function in a political vacuum. I 
Removal of so-called political pressures may mean, in fact, that significant j 
political power is being placed in the hands of a small, unrepresentative, j 
and often self-perpetuating group controlling the public corporation. | 
Public corporations are created to serve a public purpose, and so-called | 
business decisions made by them are likely to have important political reper- i 
cussions. I 

MIXED-OWNERSHIP CORPORATIONS j 

53. With a few exceptions, British, Canadian, American and Puerto- I 
Rican corporations are wholly government-owned. Countries on the i 
Continent of Europe have tended to favour the mixed-ownership corporation | 
in which both public and private interests participate. The percentage of i 
government holdings may range from 1 per cent to 99 per cent. Among I 
early examples of mixed-ownership corporations in France are the CompQgnie \ 
Nationale du Rhone and the Energie Elect rique de la Moyenne Dordogne. \ 

54. The principal charactOTStics of the mixed-ownership corporation i 
are the following ; 

{a) The capital stock of the corporation is owned by both the ’ 
government and private shareholders; j 

{b) Both the government and the private shareholders generally i 
have the right to appoint directors of the corporation ; I 

(c) It may be created by a special law or pursuant to general I 
laws authorizing the establishment of private corporations; • 

(d) As a body corporate, it is a separate entity for legal purposes I 
and can sue and be sued, enter into contracts, and acquire : 
property in its own name; 

(e) It obtains its funds by the sale of stock to the government 

and the public, by borrowing either from the Treasury or ; 
from the public, and through revenues derived from the i 
sale of goods and services; I 
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i mixed-ownership corporation is generally exempted from the 

i personnel, budget, accounting anS audit laws, and procedures 

1 applicable to non-corporate agencies. 

I 55. Because of the blending of public and private ownership, riiixed- 
i ownership corporations present unique and extremely difficult problems 
I of organization, and control. Efforts to devise suitable controls and pro- 
I cedures to secure public accountability have been considerably less success- 
j ful than in the case of the pubUc corporation. It has been argued that the 
! mixed-ownership corporation affords few advantages which could not be 
i better obtained under either a private corporation— with perhaps some finan- 
i cial assistance from the government in the form of loans or subsidies — ^or a 
! wholly government-owned public corporation. 

I OPERATING CONTRACTS 

j 56. *A comparatively new device for the administration of public 
enterprises is the operating contract. The government enters into a contract 
with an established private company for the management of a public enter- 
prise and agrees to reimburse the contractor for all costs which he incurs. 
The contractor is compensated for his services by a '‘fixed fee” which is 
arrived at by negotiation. Within the terms of the contract, the contractor 
I is given full authority to employ and dismiss personnel, determine rates of 
i compensation, purchase supplies and equipment, determine operating poli- 
cies, etc. Statutes applicable to government agencies do not apply to the 
contractor and employees hired by the contractor are not considered to be 
public employees. Thus, the contractor is able to operate the enterprise 
in much the same way as he would if it were a subsidiary of his private 
company. 

57. Operating contracts are utilized extensively in the United States 
by the Atomic Energy Commission and the Department of Defense. The 
Atomic Energy Commission does not itself engage in any operations but 
contracts with such companies as Du Pont and General Electric and various 
universities and non-profit organizations for the operation of its plants and 
laboratories. The iSepartment of Defense has entered, into similar con- 
tracts for the operation of arsenals and laboratories. 

I 58. The principal advantage of the operating contract is that it makes 
available to the government the management skills and “know-how” of 
private industry. It provides for a much greater degree of flexibility in 
procurement, planning and staffing than is ordinarily obtainable even under a 
public corporation. 

59. Use of the operating contract, however, raises a number of basic 
issues of public policy. The element of competition is usually absent, so 

i that the government cannot rely on conventional economic incentives to 
I ensure that contractors operate with maximum efficiency and economy. 

' Once an enterprise has been turned over to a contractor, the government 
has little effective leverage in influencing his policies. The principal sanction 
pailable to the government, termination of the contract, is so drastic that 
it can be used only in extreme circumstances, Termination would mean 
a complete breakdown in the programme until a new contractor or the 
gpvemment could take over the operation of the enterprise. It is evident 
that new techmques supervising this type of contract have to be 
developed. 

60. Another problem relates to personnel policies. Personnel em- 
ployed by contractors are generally compensated at a higher rate than direct 
government employees engaged in comparable activities. The government 

I is sometimes placed in a position where it cannot successfully compete with 
its own contractors for scarce skills. 

CONCLUSION 

61 . Forms of governmental organization inevitably vary from country 
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to country, and constitutional and historical factors often introduce special i 
organizational features which are not exportable. It cannot be said that any 
one form of organization is best for administration of public enterprises in 
all countries and under all circumstances. factprs^ need to be weighed 
in selecting the form of organization for a particular enterprise, including 
the nature of the programme, operating and financial requirements, impact i 
on the national economy, types of operations, and the political climate of , ^ 
opinion. „ i ' 

62. While the public corporation has demonstrable advantages over | 
the traditional government form of organization for enterprise administra- | 
tion, it should not be employed indiscriminately. Despite the fact that the | 
corporation is wholly unsuited to the normal types of government operations, | 
it has sometimes been employed for this purpose merely to avoid irksome 
restrictions. The practice in the United States is to limit use of public cor- / 
poration to programmes which {a) are predominantly of a business nature; 

(I?) are revenue-producing and potentially or substantialiy self-sustaining; 

(c) involve a large number of business-type transactions with the public; | 
and (d) require greater flexibility than the customary type of appropriation | 
budget ordinarily permits. j 

63. The type of organization chosen for public enterprises can, if the . 

choice is bad, obstruct good administration; if the choice is good, it can 
promote good administration, but the type of organization chosen can never 
by itself guarantee good administration. This is dependent on many other 
factors, especially the quality of the personnel. jv 

64. Departmental administration has been widely used and proved i 
successful for a considerable number of government enterprises. Promi- i 
nent among them are postal services (which have traditionally been operated I 
in many countries as. government departments), railways and forestry, i 

65. For a successful management of a complex public enterprise by 
a government department, it is however essential that the department con- 
cerned should have: firstly, financial flexibility and the use of at least part of 
its revenue; secondly, a specialized staff with a tradition and esprit de corps | 
of its own; and thirdly, commercial accounting. 

66. The size of,. the. enterprise and the administrative flexfotU^ of the 

civil service are further important factdfsV Small-scale and single-purpose 
enterprises are more easily managed by government departments than com- 
plex and multi-purpose enterprises, but this factor can only serve as a general j 
indication. i 

67. The Seminar recognized the necessity of giving a warning against | 

attaching too much significance to names. In some countries, a public 
corporation despite its name may be as rigidly controlled as a government 
department. Attention should always be directed to the substance rather 
than to the name, and in particular to the question how far the statute setting 
up the corporation, and the practice developing under this statute, confer 
upon the corporation substantial managerial autonpjmy^ financialdndepen- | 
dence and commercial fleSKEfyr^' « ' j 

68. The joint stock company operating under a civil or commercial 
code is very widely used in many countries for enterprises either wholly 
or partly owned by the government. Its use is, however, in many cases, 
the result of accident or improvisation. This is especially so in many : 
European countries where the government has taken over existing enter- 
prises wholly or in part in response to an emergency. In other cases, 
especially in Italy, the joint stock company device has also been used for 
newly established public enterprises entirely owned and controlled by the 
government. In these cases, little more than the. shell of the company 
remains. Such rights of the shareholders as the right to decide on dividends, 
the right to appoint directors or auditors, and other matters, are usually 
reserved to the government. In such cases, the Seminar felt that it -was far 
better to establish a public corporation which did not pretend to be a joint 
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stock company and whose constitutional position towards the government 
was clearly regulated. 

69. The joint stock company of the commercial type has, however, 
its definite use in some other situations, for instance: 

(a) For genuine joint ventures of public and private interests 
(for example, where a government wishes to operate an indus- 
trial enterprise with some participation of foreign firms or 
private national interests, or where it wishes to open up 
participation in the enterprise to members of the public); 

(b) For flexibility of operations including such matters as pur- 
chase of raw materials, disposal of manufactured goods, use 
of liquid funds, elimination of delays and red tape associated 
with financial control in government departments and disci- 
plinary control over the staff; 

(c) When different public authorities combine in a joint venture; 
it may then be useful to have the interests determined by 

: shares; 

(d) When the government sets up an enterprise with the definite 
prospect and intention of disposing of all or part of it to pri- 
vate interests or to the public; 

I (e) When a public holding company is formed by the acquisition 

I of interests in a number of different enterprises, public, 

I private or both; it is often convenient, in this case, for the 

I holding company to acquire shares in the enterprises. 

I IV. ORGANIZATIONAL RELATIONSHIPS WITHIN THE 
GOVERNMENTAL STRUCTURE 

70. The Seminar considered the basic discussion paper on the subject 
of organizational relationships within the governmental structure (Seminar 
paper No. 13). 

71. It was noted tlmt the main problem was to safeguard the national 
interest without encroaching upon the ad m inistrative independence of the 

; organization or depriving it of managerial responsibility. A clear distinction 
j should therefore be drawn between questions of policy and of administra- 
tion, the former being the responsibility of the government and the latter 
of the organization. This distinction is generally acknowledged by govern- 
ments in the countries of the ECAFE region although in practice it may not 
have been strictly observed. 

j 72. Organizational relationship will be reflected in the location and 
i nature of Controls over public enterprises. The substance of control is 
I generally to be found in: 

(a) The law, charter or other document establishing the public 
enterprise; 

(b) The relationship with existing departments and ministries; 

(c) The extent and nature of ministerial control; 

(d) The method of appointing and removing the governing board' 
and executive officials; 

(e) The budget; 

I (f) Audit; 

I (g) Annual reports; 

! (h) The relationship with the legislature; 

i (0 Ownership. 

' critical point of control is the law, decree or other basic authority 

providing for the creation of a public enterprise. The nature of this instru- 
: ment is likely to detemine in large measure all other organizational relation- 
i ships. . Generally, public enterprises are established by a separate law setting 
1 forth in detail the name, legal status, duration, programme, general and 
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specific powers, form of management, ministerial authority and method 
of financing the enterprise. In a number of instances, however, enterprises 
have been created either by executive decree — sometimes pursuant to autho- 
rity conferred by general incorporation laws applicable to private enter- 
prise— or by existing public enterprises utilizing the broad powers conferred | 

,, Upon them by , law. , ^ ' I 

73. Creation of public enterprises by special legislative act appears to ; 

be clearly preferable to the other alternative methods. It is the only method : 
which provides for thorough scrutiny and approval by the legislature and I 
executive of the objectives and scope of the undertaking, and for a clear- j 
definition of legal status, obligations, powers and organizational relation- ^ 
ships.' I 

74. All the countries participating in the Seminar agreed that such 

organizational relationships within the governmental structure should be so . ^ 
established as to ensure public accountability and consistency in public policy : 
without impairing the financial and operating flexibility required for the ! 
successful conduct of a public enterprise. The view was expressed that the I* 
relationship of a public enterprise with the Parliament or Congress, the : 
Cabinet or the Head of the State and existing departments and ministries, i 
should be defined in such a way as to focus responsibility, facilitate co- I 
ordination with related programmes, and ensure consistency in overall i 
policy. I 

75. Discussion was focussed on the following major questions: ; 

(a) Should a minister have authority to issue both general and ; 

specific directives to the board of directors of a public enter- i 
prise? I 

(b) Should a minister serve as chairman or a member of a board? ! 

(c) What should be the size and composition of a board? 

(d) How can interference by the administrative ministry in the 
day-to-day operations of the enterprise be avoided? 

(e) Should the appointment and dismissal of the chief executive | 
officer of the enterprise require the approval of the minister? ; 

(/) Should enterprises be grouped under appropriate ministers ; 
or a holding company? j 

76. A number of countries of the ECAFE region authorize ministers 

to issue both general and specific directives to the boards of public enterprises. ; 
The general practice outside the region in such countries as the United 
Kingdom is to limit ministerial intervention to matters related to national i 
policy. Attention was called to the fact that the board could not properly i 
be held accountable for the success of the enterprise if it were subject to ; 
specific direction by the minister. Furthermore, such intervention would j 
be likely to inject purely political considerations into the business affairs of 
the enterprise. : 

77. Much the same considerations would generally apply to the ques- j 
tion whether a minister should serve as chairman or a member of the board. I 
Among the arguments against such a practice noted by the Seminar were | 
(/) that if a minister served on the board, he could not avoid detailed parlia- | 
mentary questioning concerning day-to-day operations; (ii) that the minis- { 
ter would be diverted from his other ministerial responsibilities; and (Hi) 
that if the minister appointed the members of the board, he would inevitably 
dominate its deliberations since the other members would be his subordinates. 

78. A group of questions relating to the size and composition of 
boards drew suggestions that five to seven seemed to be an appropriate 
number, except for a very large enterprise. The importance of personal ; 
indentification with the enterprise, at least for some members of the board, : 
and the desirability of avoiding representation of special interests on the ; 
board were emphasized. The general view was expressed that functional 
boards were, as a rule, undesirable. It was noted that the trend in the 
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NOTES U United . States 'was to utilize' single administrators and adUsory boards, 
: ! rather .than ^ operating boards, for the management of public , enterprises. 

' i . It was the consensus that- members of Parliament should not be allowed to 
! serve on boards of public enterprises because of the fundamental differences 
I between executive and legislative functions and responsibilities. 

79. General suggestions were offered by the Seminar for preventing 
interference by the ministries in the day-to-day operations of the entei|)rise. 
The act setting up the piiblic enterprise should itself provide safeguards. 
It was pointed out that this tendency to interfere was primarily due to financial 
causes, and that this interference could be eliminated only by the develop- 
j ment of tradition. 

i’ I 80. In a number of countries, both within and outside the ECAFE 
I region, the appointment and dismissal of the chief executive officer of an 
I enterprise is subject to ministerial approval. The Seminar considered that 
i the right to appoint the chief executive officer might properly be included in 
i the powers of the minister in a public corporation; but the question whether 
; he should retain this right in a mixed corporation was debatable. The 
I m^or objection to the proposal was that if the minister did retain this right 
I in a mixed corporation, the chief executive officer might turn his loyalties 
I to the minister and not to the board whom he was pledged to serve. 

I 81. The Philippines asked the views of the Seminar on its arrange- 
! ments for co-ordinating public enterprises. All the Philippine public corpora- 
: tions, except those concerned with lending and fiscal control, have been placed 
! under an Administrator of Economic Co-ordination. It was pointed out 
I that the administrator was placed in the uiitenable position of attempting to 
direct other officials with Cabinet rank. Furthermore, many of the activi- 
ties placed under the administrator had nothing in common, except for the 
fact that they were organized as public corporations. It was suggested that 
either the corporations should be re-grouped under appropriate department 
heads according to their major purpose, or they should report directly to the 
President, with the Economic Co-ordinator acting in the capacity of staff 
adviser to the President on matters relating to public coiporations. 

CONCLUSION 

I 82. Experience in many countries has demonstrated that it is possible 

i to establish organizational relationships which assure public accountability 
I without impairing the flexibility necessary for the effective conduct of a public 
; enterprise. The choice is not merely between the equally unsatisfactoiy 

■ alternatives of treating public enterprises either as if they were private com- 
;■ mercial companies or as traditional government activities. New types of 
relationships and controls have been developed which reflect the operating 
and financial requirements of commercial and industrial undertakings. 

ii I While these new types of relationships and controls were designed in terms 
I of the special conditions prevailing in a given country, they do provide 

j ; useful guides for approaching the problem of public accountability. In the 
i final analysis, however, each country must seek a solution compatible with 
I its own government structure and local needs. 

V. FINANGING OF PUBLIC ENTERPRISES 

i 83. The Seminar considered the ECAFE Secretariat paper dealing 
I with some aspects of financing of public enterprises in the countries of the 
; ECAFE region (Seminar paper No. 24) and the basic discussion paper 
I (Seminar paper No. 14) for this agenda item. 

I METHODS OF FINANCING 

! 84. The two main methods of raising the much needed capital for the 

: public enterprises are: 

I (a) National savings, including funds from taxation, forced 
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(b) Foreign capital, either directly fmm foreign investors or 
■external loans from governmental or international 

■■agencies. 

SAVINGS 

85. In the countries of Asia, less, than '5 per cent of national incomes 
are available for re-iii vestment, 'and this rate, compared with the reinvest- 
ment rates of 15 to 20' per cent in economically more advanced countries, 
is insufficient to raise the per capita product of an increasing population and 
may .not' even be sufficient to prevent it from falling. In Asian countries 
personal savings as well as savings of small businesses are negligible. Corpo- 
rate savings have not yet become a significant' factor in the development of 
these countries. 

86. It was noted that government savings have so far not been too 
encouraging in some of the ECAFE countries. Heavy expenditures for 
defence and administration have taken up a great part of the revenue, leaving 
very little for capital formation. The Seminar suggested that government 
savings could be significantly increased if the tax system was expanded in the 
ECAFE countries. 

DEFICIT FINANCING 

87. Reference was made to the governments in this region having 
financed investments in excess of their savings, the deficit being primarily 
covered by borrowing. It was said that such boiTowings represented only, 
to a minor degree, transfers of genuine savings from the private sector to the 
governinent. It was stated that while such deficit financing was sometimes 
necessary and desirable — for example, as in the recent experience of India, 
to oflfset deflation caused by the decline in raw material prices — caution 
should be exercised in having recourse to this method of financing. It was 
observed that this method might result in an overall increase of costs of 
public enterprises. 

EXTERNAL 'FINANCING 

88. The financing of economic development by private investors of 
some of the Western Powers has led to such developments as the Indo- 
Palcistan Sub-Continent Railways, and the mining and plantation industries 
of Indonesia, but has now ceased to a great extent with the growth of nation- 
al governments in this region. The virtual disappearance of this class of 
investors has stopped the inflow of foreign private capital; in fact, capital 
invested in these countries has even been repatriated. 

89. Having regard on the one hand to the urgent need for industrial 
and economic development of the countries in the ECAFE region, and on 
the other hand to the acute shortage of capital locally available for invest- 
ment ill this area and to the lack of any adequate flow of foreign capital 
to these countries for such development, it was considered desirable that a 
special study should be made of the reasons which had led to the prevailing 
shyness on the part of the foreign investor and of the steps that were required 
in order to stimulate and encourage the flow of capital from foreign coun- 
tries— removal of such impediments as might stand in the way of invest- 
ment in the countries of the ECAFE region, dissemination of information 
and other such practical measures. 

90. The disappearance of foreign investment has been to some extent 
offset by grants and loans from governments and international agencies. 
The loans offered by the International Bank for Reconstruction and Deve- 
lopment to the Government of Pakistan for the development of railways 
and the establishment of the Thai Agricultural Machinery Project, to the 
Government of India for its railway rehabilitation and multi-purpose river 
valley schemes, and to the Government of Thailand for improvement of 
transport facilities, have been of substantial help to these countries. 
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FINANCIAL ORGANIZATION OF PUBLIC ENTERPRISES 

91. When a government starts a new enterprise, or even acquires one 
from private interests, there is a tendency to retain control over the enter- 
prise as a departmental segment of government activity. The initial finances 
are provided by ad hoc budgetary allocations. The financial relationship 
between the government and the enterprise is invariably patterned by the 
normal rules applicable to ordinary departmental activity, and owing to the 
rigidity of these rules, no financial discretion to depart from convention 
and practice is allowed. Consequently, these enterprises are characterized 
by a lack of flexibility in planning and the avoidance of responsibility in taking 
customary business risks, except through the cumbersome machinery of 
i governmental procedures. Moreover, some of these enterprises are not 
I required to prepare balance sheets and profit-and-loss accounts and fail 
I to present a picture of their operational efficiency. The exception found in 
I Ceylon is referred to later. 

I 92. Mamly for this reason, many governments have been interested 
I in setting up statutory corporations or limited-liability joint-stock com- 
! panics with various degrees of autonomy. In India, the need for this kind 
of organization was recognized as early as in 1947 when the Damodar 
Valley Corporation was set up under the Damodar Valley Corporation Act. 
The Government of India has recently set up some private limited companies 
in which the government is a majority shareholder. These companies are 
! governed by boards of directors who are nominated by the government and 
i are subject to government directive and policy, ^gyen so, greater freedom 
f has been given to the enterprises in the matter of 'day-to-day financial 
; administration. These boards must, however, apply to the Central Govern- 
; ment if they wish to increase their authorized capital, or to issue any un- 
issued shares of the original authorized capital or to issue shares at discount. 
They must also secure the approval of the Central Government for any pro- 
gramme of capital expenditure which exceeds Rs. 2 million. The powers 
of these boards are also limited in the case of borrowing, issuing of debentures, 
winding up of the company, or any other matters which may be so important 
as to be reserved for the consideration of the Central Government. 

93. The Seminar noted the advance account system devised by the 
Government of Ceylon. State enterprises are enabled to prepare balance 
sheets and profit-and-loss accounts of a type used in business houses though 
these enterprises are not actually converted into corporations or private 
limited companies. Under this system. Parliament each year passes a 
token vote in the estimates of the operating departments and the Treasury 
is authorized to make cash advances to the enterprise, subject to certain 
limits, in order to enable it to meet its working and recurring expenses. 

I While expenses are debited to the advance account, incomes are credited to 
; the same account, and the net profit, if any, at the end of the year is credited 
I to the government. Capital expenditure is usuffily met from loan funds and 
j a separate record is maintained. Instead of the system of depreciation being 
i used, the amounts spent as capital expenditure are treated as a series of loans 
I bearing interest which is charged against the revenue of the enterprise and 
I on an annuity basis. To obviate this difficulty it is proposed to convert 
j these enterprises into statutory corporations in two stages, first as public 
I corporations and ultimately as mixed companies. 

I 94. The experience of Ceylon has proved that the advances account 
as applied under commercial enterprises is hedged by government financial 
regulations and Treasury instructions aflectiag discretion, initiative and indi- 
vidual responsibilities. 

95. The operation of public enterprises in Burma provides an interest 
ing example of how public enterprises are financed out of special funds 
created for the purpose and are consequently independent in day-to-day 
financial matters to some degree. All public enterprises, from the incep- 
j tion, open and maintain funds; the initial loan granted by government as 
I well as all the money received are credited to these funds. Similarly aU 
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payments are made out of these funds. Even- though all public enterprises in | 
Burma submit their budget estimates to the Ministry' of Finance and Revenue, I 
this ministry, while it can cut the size of the total expenditure budget, cannot 
alter the intended end-use. 

96. In the Philippines, a uniform charter has been prescribed for all 
corporations owned and controlled by the government. Under this charter, 
the boards of directors of corporations are allowed to approve, subject to 
the final action of the Administrator of Economic Co-ordination, ^ the annual 
and supplementary budgets of the corporations which are submitted to the 
boards by the general manager. 

CAPITAL STRUCTURE OF PUBLIC ENTERPRISES 

97. The Seminar was of the opinion that the question of capital struc- | 
ture of public enterprises was of special significance in view of the fact that | 
in many of these enterprises the share capital is jointly owned by the govern- | 
ment and the private industries. The cases of both the Philippines and | 
Pakistan, where development corporations have been established to assume ; 
leadership in national economic development, were noted. The National I 
Development Company of the Philippines was set up to give help and assis- | 
tance to private ventures by the issue of guaranteed bonds. Thus, while 
under the charter the National Development Company is required to have 
a majority interest in all subsidiary companies organized by it, it can at the 
same time purchase stocks in any corporations without acquiring a majority 
interest therein. The capital of the Industrial Development Corporation 
of Pakistan is not used for specific commitments in any industrial projects 
sponsored by it. It is expected that such funds would come from the 
government in the form of ad hoc budgetary allocations as well as from 
private entrepreneurs who desire to participate in the projects. The capital 
of companies sponsored by the corporation is first offered to the public 
for subscription, but the corporation is empowered to underwrite the whole 
or any portion of the share capital of these companies or subscribe on be- 
half of the Central Government any portion of the issued capital which is 
not subscribed by the government. It is however the intention of the 
government to transfer its acquired shares in the capital of any individual 
concern to private hands as soon as private investment is forthcoming. 

98. In India, in the capital structure of most of the State-sponsored 
companies, the government owns a predominant interest. In Burma, the 
entire capital of the public enterprise is provided by the Central Government. 
The funds so provided are treated as a loan from the government which the 
corporation should repay as and when it becomes financially stable. It was 
noted that in the interesting case of the Union of Burma Airways, the initial 
capital of Rs. 5 million which had been provided as a loan had been repaid 
within a very short period because of the substantial profits made even in 
the first years. 

99. The Seminar discussed the question whether parliamentary sanc- 

tion was desirable for requests for an increase in the capital of public corpo- 
rations. Experiences in various countries were reviewed and it was generally 
held that parliamentary sanction would be required though parliamentaiy 
debate should not interfere with the long-term planning of public enterprises. 
In this connexion, the experience of the United Kingdom Electricity Autho- 
rity being given statutory sanction in the Nationalization Act to raise capital 
up to £700 million was cited. It was also stated that it was only after six 
years of operation that the Electricity Authority had to come before Parlia- 
ment for additional capital. . 

BORROWING POWERS OF PUBLIC ENTERPRISES 

100. In the Union of Burma a few of the State enterprises cannot 
borrow, lend, or raise capital from non-governmental sources. Some are 
allowed to borrow money, raise a loan, issue bonds, debentures and stocks 
guaranteed by the President of the Union and also obtain foreign credits on 
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NOTES ; terms approved by the; government. The Industrial Development:^ Corpo- 
i ration may borrow or lend during the- period of any one: financial year up to 
1 Rs. T million on its own initiative. For any amount exceeding this sum, 

■ I the President’s approval is required. 

I : 101. The opinion is widely - held particularly in India and Ceylon, 
j that if these enterprises are allowed to float loans, the government will lose 
I centralized control of the entire field of public borrowing, and this would be 
j contrary to the interests of the national economy as a whole. 

1 , CONCLUSION 

I 102. The Seminar considered that State enterprises should have a . 
I certain basic freedom, the principal elements of which being: 

I {a) Freedom from the annual appropriation process, at the very 

j least for operating expenses; 

{b) Freedom to receive and retain operating revenues ; 

(c) Freedom to apply operating revenues to operating expenses ; 

{d) Freedom from general governmental restrictions, particularly 
in the field of expenditures; 

{e) Freedom, from normal governmental appropriation account- 
ing; 

(/) Freedom from normal governmental audit of operations; 

(g) Freedom from central purchasing and contracting require- 
ments. 

103. The other relative freedoms, including the freedom to borrow 
money, freedom to appoint and dismiss personnel and regulate salary 
scales, freedom to plan, etc. were also regarded as important. 

104. It was noted that the enjoyment of some of these freedoms might 
result in a loss of accountability at a time when it was necessary to ensure 
that all resources were used to the maximum extent for developmental pur- 
poses. The balance between the financial freedom of enterprises and central 
control was a delicate one requiring most careful consideration. It was 
considered desirable to develop a pattern of central guidance and control 
of public enterprise which, nevertheless, preserved the advantages of opera- 

I tional and finaiicial initiative and This would entail the satis- 

I faction of certain basic minimum needs including provision of adequate 
I information for policy formulation, greater accountability in the use of public 
funds and the discharge of public responsibilities, and at least a limited autho- 
rity for the Central Government to allocate resources to particular areas. 

105. The Seminar considered that a few key types of control over the 
financial operations of enterprises were essential: 

(a) A system of financial reporting on a set pattern summarizing 
past operations together with projections into the future; 

(b) A central post-audit on various activities; 

(c) Budgetary control over capital outlays. 

106. It was considered that objectives of good business management 
combined with higher social economic purposes played a prominent part in 
this question. A deliberate policy of incurring governmental losses might 
be followed, if it were decided this would be to the national advantage. 

VI. COMMERCIAL AND ECONOMIC ASPECTS 
OF PUBLIC ENTERPRISES 

107. The Seminar considered the ECAFE Secretariat paper sum- 
marizing the experiences in the countries of the ECAFE region (Seminar 
paper No. 25) and the basic discussion paper (Seminar paper No. 15). 
In addition, information memoranda from outside the region as listed in the 
guide to documentation (appendix 4) were placed before the delegates. 
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108. As public enlerprises have to operate in the limelight of public 
opinion^ they are forced to adopt more rigorous commercial practices than 
similar private concerns. Though this practice may not always be followed, 
the traditions of responsibility for the expenditure of public money and the 
political consequences of exposure are powerful forces in that direction. As 
a result, the following practices are considered desirable for most public 
commercial enterprises: 

(a) Purchase by tender. This is adopted to counter favouritism 
and price rings but is necessarily more cumbersome than 
purchases made by a freely operating purchasing agent. 

ib) Prompt payment. Government machinery is often slow mov- 
ing and it may seem wrong to suggest that this is an attribute j 
of public enterprise. There are many suppliers who are pre- | 
pared to give credit to a buyer as well placed as governments | 
usually are. But it is equally true that failure to pay a bill in | 
reasonable time, when the money is needed by a supplier, i 
is held to be a more serious fault in the case of public than of ; 
private enterprise. | 

(e) Limited credit. In general, public enterprises are inhibited | 
from giving long credit to purchasers just because credit | 
transactions are more liable than any other phase of business | 
to favouritism and criticism. I 

(d) Limited selling and advertising. As a rule, public enter- 
prises are not in the highly competitive retail field and this 
problem does not arise. But when high selling and advertis- 
ing costs are involved, they are subject to a good deal of criti- 
cism and are not generally adopted by public enterprises. 

{e) High degree of probity. By and large, there is a more pres- | 
sure on publicly-owned enterprises than on private ones for 
high standards of commercial conduct. 

109. Many of the State enterprises in the countries of the region 

have been open to criticism because of the absence of machinery for the i 
protection of consumers and it has been increasingly frit that the consumers j 
as a group must, by closer co-operation and suggestions, help to improve the | 
efficiency of these enterprises. Consumers’ councils have not so far been j 
developed to any large extent in the countries of the region. Some experience i 
has been gained by India in the appointment of consumers’ committees in I 
areas where food grains have been rationed. In respect of railways, railway i 
rates tribunals were developed some time ago whose duties are to examine ! 
all rates charged and receive representation from the users. In respect ! 
of particular industries, such as iron and steel, the Indian Tariff Board has ; 
recently investigated and examined what should be a fair price to the con- i 
siimers, and on its recommendations, the government has fixed prices for ! 
such commodities. The sovereignty of consumers is considered to be so I 
cardinal that it has been held that in respect of consumer goods industries, 
in the present stage of development, it is desirable to retain the competitive ; 
element by allowing both private and public sectors to operate in the same ' 
industry so that one may act as a check on the other. i 

110. The marketing organizations of State-owned enterprises can be 
improved to a great extent in countries of this region. For instance, it is 
not sufficiently realized that production without regard to the sale of the ; 
product is not to be encouraged. Advertisement, or attempts to popularize ^ 
the products and thus attract consumers, have not been powerful enough 
in the majority of cases. Producing concerns do not establish sufficient con- ; 
tacts with ultimate consumers. The overheads in government-owned enter- 
prises as compared with private enterprises are sometimes high and go to , 
widen the margin between the costs of production and the final sale price to ! 
the consumers. The accumulation of stocks at every stage has also been 
experienced. These problems require early attention. 


NOTES . ! .' Countries ill this ' region often attempt to appraise the com- 

I inercial policies of State-owned ' enterprises from, a more, than commercial 
I point of view. The wider national and social purposes are taken into consi- 
i deration. The development programmes in this region emphasize the social 
■ I pu.rpose which has motivated many of the economic activities of the State 
^ such,' for exam'ple, as development of electric power, irrigation, mineral re- 
i sources or new industrial fields. As a result, these projects have higher social 
! overheads and service costs than are to be found in private enterprises, 

112. It is, therefore, necessary that in appraising these enterprises the 
i cost accounting should allow for factors which are primarily of social value 
; accounting. It was felt that allowance for these factors which could be 
I described as “social accounting” and which had been developed more scienti- 
^ ficaliy in the western countries was worthy of study and application in the 
: countries of this region. 

113. The discussion was focussed on seven major questions which are 
set forth below. 

(1) Should a public enterprise be directed to make a contribution 
to public revenue "I Should it make a profit or just cover its 
costs 1 If the latter^ which cost si 

114. It was suggested that in analyzing this problem three different 
i categories of public enterprises should be considered. 

115. The first category includes those enlerpmes w^ in a 

competitive market, as for example the Swedish Forestry Company. In 
ITitr'case;' the pubhh . profits in a com- 

; mercial manner. It should not be in a worse, nor a better position than its 
i competitors. 

116. In the second category are jyubliC;4itUitips, for examp 

I tricity Authority and the Gas Boards in the United Kingdom. These public 
I utilities have to provide adequate, efficient and economic services for the 
j benefit of the community as a whole, and they therefore operate on the basis 
I of “breaking even” over a period of years after meeting all costs properly 
I chargeable to revenue account. 

i 117. The enterprises of the third category are what might be termed 
the,JaM9iaL?BOMPOli^^ for instance the Swedish tobacco and liquor mono- 
! polies. The purpose of these monopolies is first of all to provide revenue 
; in the form of indirect taxation which is in other countries provided by excise 
duties. There might also be a social purpose in maintaining high prices in 
: so far as high price might restrict consumption. 

I (2) Should the surpluses of public enterprises be: 

\ {a) Credited to the central treasury 1 

Qi) Ploughed back into capital formationl 

(c) Used for reducing the prices of their products or services 

I [in the cases of (0 transport board, {ii) trading board, 

I {Hi) Production board]? 

■ {d) Used to increase prices to producers or wagesl 

j 118, There seems to be fairly general agreement that the lack of capital 
, in the ECAFE region makes it supremely important to use existing surpluses 
; for capital formation and not for reducing prices of products and services. 

I There was some difference of opinion as to whether such surpluses should be 
I credited to a central agency or ploughed back by the enterprise which made it. 

: On the one hand it was suggested that the morale of individual enterprises 
I would be strengthened if they were allowed to retain their surpluses. On the 
other hand, this might result in a lack of new capital for new enterprises. 
It was with this in mind that the majority inclined to the view that some sur- 
p^luses should first of all be collected by a central agency, for example, the 
Treasury, and then allocated in accordance with the general economic plan 
j of the government to appropriate industries. 
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It was also suggested that'- the reduction of prices in an early 1 
stage of industrial development might promote an increase in demand and j 
so make existing facilities insufficient which would mean either additional | 
investment or controlled distribution. I 

(3) Jf a public enterprise has to cover its costs ^ which costs should | 

' these be7' ■ ■ 

120. It was agreed that such costs, had to,, include, all running costs.,.and 

among them depreciation allo.wances The point was made that such depre- | 

ciatidh. should not be calculatea on the original (historical) costs but on ! 
the actual replacement costs, otherwise the prices charged by the public 
enterprise would be too low, and an unsatisfactory situation might be created. 

It is obvious that even the method of charging depreciation or replacement 
costs could never be fully satisfactory, and that it would have to be applied 
with discrimination, that is according to different groups of assets, proper- 
ties, plants, machines, etc. These depreciation funds are the first source of | 
capital replacement; in the Swedish Telephone System, for example, up to [ 
60 per cent of such replacement costs are covered by depreciation. In j 
other words, the government appropriation fund is considerably relieved. | 

(4) What is the most suitable way of co-ordinating prices of goods | 

and services charged by different public enterprises! j 

121. The problem of co-ordination can arise in two cases: when the 
price of ‘‘nationalized’’ coal, for example, enters into the costs of railway 
transport which uses this coal, and when the government wants to decide 
how the fuel and power industries in one country should work out a pricing 
system. The relative role of rail and road transports raises a similar problem 
of co-ordination in nearly all countries. 

122. It was pointed out that there were two aspects to the solution of 
this problem: 

{a) The creation of a central agency having the necessary authority , 
to impose co-ordination; | 

{b) Devising a standard of co-ordination, | 

It was stressed that one without the other is not sufficient. For example, in | 
the United Kingdom, the Ministry of Fuel and Power is the co-ordinating | 
agency, but the principle of co-ordination has not yet been fully worked out. | 
Some progress has been made with the introduction of a co-ordinating com- ; 
mittee under the chairmanship of the minister. Similarly, the problem has j 
not been solved even under nationalization of the British rail and road trans- | 
port services. There is a central agency, the British Transport Commission, | 
but it has been unable so far to work out a property organized “integrated” I 

charging scheme. ; 

123. It was agreed that the problem of co-ordination was one of the | 

most difficult issues in the field ofplanning the relative scope of public j 
enterprises. It arises of course only in cases where the public enterprise j 
has a dominant role in a particular sector of the industry. For that reason j 
it does not exist in countries like the United States. i 

(5) If a public enterprise has to carry out noncommercial activi- i 

ties^ e,g,, soda! services and defence., how should the cost be ■ 
covered! ' . ■ ■ j 

124. Broadly speaking, non-commercial activities can be either 
activities specifically related to the enterprise— e.g., provision of houses 
for workers— or the provision of uneconomic services to consumers, such as 
telephone services for farmers in sparsely populated areas of northern Sweden. 
On the other hand, there are what might be termed general social activities 
such as the ambulance services provided by British European Airways for 
the population of the Scottish Islands. It was pointed out that services 
given for defence purposes are best written off against the vote of the Defence 
Department and shall not become a charge on the public enterprise itself. 
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125. ■ It was pointed out that there- were two possible types of sub- 
: sidies for non-commercial activities: 

i (a) Outside subsidies, that is subsidies paid by ' the go vemment to 

i the corporation, as for example, the subsidies paid by the 

! United Kingdom Government to the two airways corpora- 

1 tions; here the aims are partly non-commercial, that is 

I “showing the flag”, defence, etc.; 

{b) Internal subsidies; the best example is the so-called “postali- 
I zation” of postal rates throughout the world. This is an 

I internal subsidy in so far as consumers in the towns pay more 

than the costs for the services and are thus in fact subsidizing 
f consumers in the rural areas. 

126. In granting subsidies, the following should be kept in mind: 

(a) The subsidies should be openly given and accounted, for 
only then is democratic control possible; hidden subsidies 
should at all costs be avoided; 

(b) The impact of subsidies on efflciency should be carefully 
considered; it is known that the grant of subsidies has 

; a demoralizing effect on management and man, especially 

I as the latter might tend to ask for unreasonable wages 

I because they feel that the State is providing a “bottomless 

purse”. 

(6) Should a public enterprise be granted special protection, e.g. a 
statutory monopoly exemption from taxation, or any other pre- 
ferential treatment^ 

\ 111, The general principle arrived at was that public enterprise in the 

i competitive sector should not be given any exemption, special protection, 

! or preference, because that would put them in an unjustifiable position as 
: against private enterprise. It was however pointed out that in certain cir- 
i cumstances monopoly enterprises would have to be given special protection, 
i Special reference was made to the competition of road and rail services. The 
I government has to decide how far such competition should be allowed to go 
I inasmuch as the railways have to be kept in business often for defence reasons. 

I (7) What methods for purchasing should be applied^ 

j 128. Major contracts usually fall into one of two categories 
I {a) Contracts secured after public tender; 

I {b) Contracts secured by free negotiation on specific quotations. 

I 129. The choice between these two categories depends on a number 
l„ of circumstances, among which the following seem relevant: 

(a) If the main object of the procedure is to prevent corruption 
and bribery among public servants, then the former procedure 
of public tendering will be advantageous. If, on the other 
hand, the public has to be protected against exploitation by 
well-organized industries, then public tendering might be a 
failure, according to the experience of a number of industrial 
countries. 

(fe) The question whether a contract after public tender or after 
free negotiation would be appropriate would depend on the 
I nature of the product, the organization of the supplying 

industries, the volume of orders involved, and the nature 
of the service necessary for the execution of the contract. 

I 130. There are definite advantages in local purchases, particularly of 
' small stores at prices fixed by general negotiation between the organization 
and the suppliers. 

131. Finally, a distinction was suggested between internal and external 
procurement. In the case of foreign purchases, there is either the possibility 
of a permanent agency, for example the Crown Agents in London are used 
; by Ceylon for bulk purchasing. 
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MOTES 


CONCLUSION ' , i 

132. It was noted that with regard to the commercial aspects of enter- | 
prise, the question of ownership, whether public or private, was immaterial. | 
Public enterprise faces very much the same problems of organization,^ of j 
monopoly or competition of management and efficiency as private enterprise;, 
it must employ basically the same techniques of accounting, calculating, 
buying and selling which enlightened private enterprise follows. 

VIL PROBLEMS OF INTERNAL ADMINISTRATION ■ | 

A. RECRUITMENT AND EMPLOYMENT OF PERSONNEL — CONDITIONS OF 

EMPLOYMENT 

133. The Seminar considered the basic discussion paper (Seminar 
paper No. i6A). 

134. The deficiency of skilled personnel in the ECAFE countries, 

which are in an early stage of industrial development, cannot be made good ; 
by large-scale recruitment from other countries. Even if a few outstanding | 
individuals are available to form the nucleus of the directing staff or can be 
borrowed for the time being from other countries, there will be a dearth of | 
managers and advisers capable of carrying out policies and of training opera- I 
tive . wo,rkers. ;■ 

135. Specialized skills are in very short supply, especially as the edu- i 
cational system of the countries of the region is not yet geared to the needs I 
of an industrial society. Tradition of skill has yet to be developed to meet ; 
the requirements of the countries of this region. 

136. This state of affairs creates a host of problems. The question ; 
was raised whether recruitment of personnel should be made on a lower i 
standard, with the implication of inferior workmanship, and if so whether ; 
extra numbers should be recruited to compensate for a lower speed of output, 
as it was obviously impossible to obtain immediately a high standard of ! 
skilled operation. Problems of training would arise. The alternative to j 
adopting such a lower standard which might last perhaps for ten years would I 
be to undertake an expensive programme of overseas scholarships and visit- j 
ing foreign technicians. Provision must in that case be made to absorb the | 
trained personnel and provide employment opportunities with security. 1 

Recruitment of personnel | 

137. It may be necessary in the early stages to offer special induce- j 

ments to stimulate recruitment but this should be avoided as far as possible; | 
otherwise, if these inducements become embedded in the normal conditions ! 
of service they will continue to increase operating costs after they have ceas- j 
ed to be useful. * 

138. A scheme of advancement within the enterprise which gives I 

adequate encouragement to good workers will be an added incentive to 
recruitment to the basic grade and a means of persuading individuals to 
remain with the organization. The possibility of introducing outsiders, 
with long- or short-term contracts, should be explored. As far as senior ; 
staff is concerned, to make good immediate shortages, there may be no alter- ^ 
native to the introduction of foreign technicians, supplemented by energetic I 
development of higher educational facilities. In the long run, however, l 
managerial skill must be found within the country. ! 

Methods of training 

139. There are basically three systems of instruction. In the training 
of unskilled workers, a few hours’ practice may be sufficient. For skilled 
workers, either of the following two methods may be tried. The individuals 
may be trained on the job under skilled guidance or they may be given tuition , 
at a training centre. Individual instruction is based on apprenticeship, and 
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NOT ES" I the training centre method applies the technique of the lecture room to voca- 
I tional instruction. In the less advanced countries the creation of educational 
I facilities or vocational training' may take time. While a considerable efcrt 
I may be made to develop technical training schools fitting in with the require- 
I ments of the countries, the overwhelming demand for. skilled labour may 
i make it essential to develop large-scale training projects which aim at a short 
i period of instruction for the individual. When labour is more readily avail- 
I able, selection can be more' exacting, and the better the quality of the new- 
comers, the easier it will be to train them. 

Supervisory skills 

140. In a rapidly developing industry, the function of the supervisors 
assumes great importance. This is particularly true during the period when 
the operating staff is relatively inexperienced. Complex and skilled jobs 
may have to be broken down to adapt them to the capabilities of the available 
workers. This increases the need for effective co-ordination between 
iiidividiial employees, which in turn increases the tasks of the supervising 
staff. Training-within-industry concentrates primarily on three basic 
phases of supervision: the need to instruct, the need to handle staff effective- 
ly, and the need to organize. The role of the International Labour Organi- 
sation in training-within-industry in the ECAFE region, both as part of 
the productivity programme and independently under the technical assis- 
tance programme, deserves to be carefully studied. 

Training for management 

141. Training for management has to be carefully organized. Success- 
ful management demands more than innate organizing ability and occupa- 
tional skills. An intelligent understanding of scientific discovery, a know- 
ledge of economics, finance and accounting and an appreciation of the scale 
of modern operations are required. This will mean that success at the top 
level of management depends to a large degree on the selection of the right 
individuals for intermediate posts, where they will secure the training and 
experience necessary to undertake the highest responsibilities a few years 
later. 

142. For countries of this region, the solution of this problem may be 
found in training apprentices for a year or two in a medium-sized enterprise 
in a developed country. This might be more useful than an academic 
course in industrial or business administration. The response in most 
European countries to requests to place university engineering students 
from abroad, under the auspices of the Educational Association for the 
Exchange of Students for Technical Experience, has been good; and it is 
to be hoped that an international arrangement of the kind suggested will 
meet with an equally friendly response. 

143. The question whether it is considered necessary for the chief 
executive of a public enterprise to have a technical background requires 
examination. In some countries of the region, senior civil servants have 
proved themselves capable managers of public enterprises. While a technical 
background is useful, it is not essential. The pressing need is to find men 
who have as many of the necessaiy qualifications as possible. Technical 
knowledge is one of these qualifications, but a capacity for leadership, sound 

financial judgment, capacity to undertake planning functions and to deal 
with delegates and conferences, are equally important. In the short run, 
however, the technical man with adequate other qualifications might be a 
better choice since in the early days of a public enterprise, the pressing needs 
are usually the technical ones. If the enterprises are small and the principal 
problems arise in the field of production, as in Ceylon for instance a man 
of technical experience may have a desirable advantage. 

144. The inter-change of senior executives between one public corpo- 
( ration and another and between corporations and civil service is beneficial 
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provided the mcE concerned,: possess adequate ability' and general experience. 
The qiiestion . whether examination is the best method of recruitment and 
selection of senior executive staiST for public enterprises was considered by 
the Seminar. In countries for which data on experience were available, 
no arrangement has been made to recruit such staff by written examination. 
The normal pattern seems to be advertisement, application, selection,- inter- 
view and appointment. 


Conditions of employment 

145. In determining the conditions of employment in a particular j 

enterprise, regard may be paid to the conditions offered by other employers, ; 
both public and private, who are competing for the type of labour required. | 
Conditions of service must be suitable to secure an adequate field of candi- 
dates. In addition, they must be sufficiently attractive to dissuade trained ; 
and experienced staff from leaving for other industries; they rnust give ; 
appropriate social status to each class of employees, and they must discourage ; 
dishonesty by adequate remuneration. I 

146. Public enterprises should as far as possible, therefore, pay their s 

employees comparable wages to those paid by government departments, j 
but in the early stages of development, it may be necessary to give slightly i 
better treatment in the public enterprises in order to attract personnel into i 
this new field of employment. It is also considered that employees in public I 
enterprises which operate at a profit should have no advantage in wages or | 
other terms of employment over their colleagues in less favourably situated j 
organizations. I 

147. The Seminar was of the opinion that top level executives and 
managerial staff should not be paid low basic salaries supplemented by 
percentage of profit as an inducement to efficiency. 

B. MANAGERIAL POLICY AND RELATIONSHIP j 

148. The Seminar considered the basic discussion paper (Seminar | 

paper No. i6B). There are four major managerial and administrative j 
problems in any organization in any part of the world. These can be briefly i 
summarized under the following headings: ' 

{a) The problem of size; | 

* {h) The problem of span of control; | 

(c) The functional sub-division of the organization; 1 

{d) The problem of delegation and decentralization. I 

149. The problem of size has to be viewed from two angles : firstly, as | 
regards the organization as a whole; secondly, with respect to the sub-units ; 
which make up the total organization. In both these respects, size can become j 
an important factor, as it can prevent or promote the efficient and swift i 
working of the organization. In both respects, size can have an effect with- i 
m the organization as well as in its outside relationships. 

150. Hitherto, the effective span of control has been deduced mathe- 
matically from the number of contacts of an executive with his immediate ^ 
subordinates. But the conception which has dominated this view in the ; 
past has recently been found to be not so sound. The problem does however I 
emerge when a large number of operational units have to be integrated into 
one compact administrative unit. While a sub-division by functions is a 
possible remedy, it should be done on a rational basis, without creating 
blurred areas of diftnsed responsibility. Decentrafization and delegation 
of responsibility are commonly accepted devices in practically all organiza- 
tions, and the task of the administrator is to settle the right areas of respon- 
sibility and the limits of delegation in such a way that the one is commen- 
surate with the other. 

151. The Seminar made a case study of a particular organization, the 
Highway Departmen lin Turkey. This 4 >articular case has great similarity 
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NOTES I to the situation prevailing in the countries of South-East Asia. In Turkey.: 

i two requirements had to be fulfilled by the organization : 

I (a) To provide services on a fai*' greater scale than currently 

, I .available; 

j (i) To fiilfil this programme in the shortest possible tm^^ 

152. The whole road network existing and projected was divided into 
three categories: national provincial and local roads. 

153, So as not to overburden the department, it was givm direct 
executive responsibility only for national roads, but only co-nrii/wa/mg 
functions over provincial and local roads. Executive responsibility for the 
construction and upkeep of the latter was vested in regional and local autho- 
rities, 

I 154. So far as national roads were concerned, the executive job of the 

I Highway Department was broken up into four major functions : 

I (a) Planning; 

I (b) Design; 

] (c) Construction; 

I (d) Maintenance. 

155. At the outset it was obvious that headquarters could not itself 
perform the actual work of construction and maintenance all over the 
country. For that reason, these two functions were handed over to eleven 
field divisions, each with definite responsibility for particular areas. Head- 
quarters retained only the major functions of planning and design. 

156. A similar division of operational work into regions has taken 
place in the Turkish Railways, the only difference being that the regions are 
nine in number. 

157. These two examples show that regional organization is an inhe- 
rent problem of any large-scale undertaking, although the actual boundaries 
will have to take into account geographical and other technical factors. 

158. Apart from the four main functions in which the Highway 
Department was organized, it became obvious that auxiliary technical depart- 
ments had to be set up. These were grouped as follows: 

The Research Department, with technical laboratories to design 
and test new roads and materials; 

The Supplies Department for buying equipment, etc.; 

The Traffic Operation Department for sign-posting newly built 
roads, etc. 

159. As with any other organization, the Highway Department had to 
organize normal service departments, or as they are often called ''common 
service departments” /.a, departments serving the organization as a whole. 
The following were set up: 

Finance and Account Department; 

Legal Department; 

Personnel Management Department; 

Central Registry. 

160. The final problem which had to be solved was the proper delega- 
tion of authority by headquarters and the eleven field divisions. Two main 
principles were laid down: 

(a) The field engineer in charge of each field division was given 
wide executive powers within the general road-building 
programme and the accompanying monetary budget. In 
other words, once the programme of work was approved he 
was free to take any executive action necessary to implement 

(/;) On the other hand, the organization was designed to prevent 
the executive chief i^ngineer from being overwhelmed with 
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■ ' techniGal details there was an obvious [ 

■■mcQSSXty to preserve technical uniform standards. For j 
that reason, specialist engineers at headquarters were given j 
functional control oyer specialist engineers in the field divi- 
sions, but without the right of giving policy directions, these 
being exclusively left in the hands of the chief field engineer. 
The main principle of the organization was to leave the final 
decision — of course within the programme — in the hands 
of the local man who alone has the “feel” of local needs. 

161 . Although a formal structure had thus been designed which would 
bring about a uniform pattern of the organization, the subsequent history 
of the working of the organization showed great discrepancies entirely due to 
the dilferent personalities of the field engineers. The following were quoted: 

(a) There were some engineers who never made use of the decen- 
tralized powers but referred every matter to the higher 
authority; 

{b) There were, on the other hand, strong personalities who 
rarely restricted themselves to their formal authority, but 
were usually successful in persuading their superiors to ratify 
their action. 

162. In other words, the practical experience of the Highway Depart- 
ment was that organization and formal structure are very important, but are 
not the final answer to administrative problems. 

163. In Ceylon, with a lack of industrial tradition, the size of the | 

enterprises set up in the initial stages was determined by social considerations | 
of cheaper labour employment rather than by economic considerations. | 
This labour force was sometimes used as a training ground for recruitment j 
to other similar enterprises. i 

164. Attention was drawn to the fact that the problem of “size” could ; 

not be viewed in the abstract but had to be seen against the technical, eco- I 
nomic and financial backgrounds of the organization. It was not suggested | 
that the size of an organization should deliberately be restricted when | 
economic and technical considerations demanded a larger organization, j 
Moreover, the problem of size could be handled in such a way that the orga- | 
nization could be internally broken up. Reference was made in this con- ! 
nexion to the recent experiment in the Indian Railways where six regions j 
with wide autonomous powers had been organized. | 

165. It was asked whether the experience of countries outside the ! 
region showed that individual management was preferable to management by 
boards or committees. It was pointed out that organization should provide 
the answer to three questions : 

{a) Who should decide what is going to be done? 

{b) Who should advise how things are going to be done? I 

(c) Who should be the person to get things done! | 

This referred not to the problem of policy-making but to executive manage- i 
ment, after policy had been formulated. I 

166. In the United States, the system of individual management from 
top to bottom with a straight line of authority is considered to be preferable. 

It was suggested that the distinction between policy-making and executive ; 
management, as made in the nationalized industries in the United Kingdom i 
was normal. Policy formulation is in the hands of boards whereas executive 
management is left to individuals, for example, the area general managers i 
of the Coal Boards and the district managers of the Gas and Electricity ; 
Boards. I 

167. Another issue raised was the problem of communication. As ; 
long as one man is in charge, no specific machinery of co-ordination is 
necessary, but when this structure is broken up and power is vested in a 
board or committee, then such machinery is necessary. The correct ; 
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■NOTES I ■approacli'is to provide the^ same' smooth working co-ordination within a 
j board as would be the case if one man were responsible. 

' j ' Vlll. PUBLIC UNDERSTANDING 

I 168. The Seminar considered the basic discussion paper (Seminar 
paper No. 17). 

169. Frequently the main source of information on the work of a 
i public enterprise is the annua] report submitted either to the responsible- 
I minister or to the legislature. It was agreed that the informatory value of 
I these reports was sometimes too scanty to serve a useful purpose to the pub- 
lic. Public interest usually takes the following forms: the demands of 
consumers concentrating on quality and price; the influence of the press 
I concentrating on the burden on the taxpayer if losses are incurred; and a 
j feeling among the public at large that it is entitled to know precisely how and 
I for what purposes public money is spent. 

I 170. Apart from rendering the conventional annual report, public 
I enterprises have found it advantageous to expand the publicity on their 
I operations in a number of ways. The practice in Burma is fairly similar to 
j the practices of other countries. Widespread publicity and propaganda, 

I including film displays, press reviews, exhibitions, photographs and radio 
I broadcast are some of the principal methods employed to narrow the gulf 
; between the public and the enterprise. 

j 171. An explanation was given of the various forms of consumers’ 

I councils which were provided for in the United Kingdom in the Acts ofParlia- 
i ment creating the nationalized industries. 

I 172. The Seminar accepted the pre-eminent position of the consumer 
j in his right to be heard in comments on* service and management. It has 
therefore recognized that suitable channels should be provided for the con- 
sumer to voice his comments. It was however pointed out that direct 
participation of consumer representatives in management had not been found 
satisfactory. 

IX. GENERAL 

* 

I 173. The representatives of the various countries participating in the 
i Seminar were unanimously of the opinion that the Seminar had proved 
j extremely useful and beneficial to- the countries of the region, and that it 
I had. facilitated the exchange of experiences and views on the important 
! subject of organization and administration of public industrial enterprises. 

I It was recommended that similar seminars or working parties at expert level 
; on selected aspects of the organization and administration of public industrial 
; enterprises be convened by the United Nations from time to time. 

174. The Seminar expressed the view that specific studies in the com- 
i mercial aspects of public enterprises, especially with regard to the formu- 
I lation of an accounting system making provision for economic as well as 
' social costs, would be of particular interest to the countries of the region. 

I 175. It recommended that the ECAFE Secretariat should act as a 
j clearing house for dissemination of information on the subject. In this 
I connexion, the olfer of the United Nations TAA consultants to continue to 
j render advisory service to the countries of the ECAFE region was noted 
I with great appreciation. 

I 176. The Seminar also considered that the United Nations Technical 
I Assistance Administration should, wherever possible, assist the countries of 
j the region in setting up national institutes of management and national 
I training centres for managerial personnel. 

i 177. The Seminar emphasized the desirability of extending the training 
j facilities already available in some countries of the region to nationals of 
I the other countries of the region. 
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APPENDIX 1 
LIST OF PARTICIPANTS 


MEMBERS OF ECAFE 

BURMA 


Sithu U Aung Soe 
Sithu U Shwe Mra 

Thray Sithu U Hla Maung 

U Tin Pe 

U Chit Pe 

Wunna Kyaw Htin U Ba Tun 
Wunna Kyaw Htin U Tun 
Thoung 

Thiri Pyanchi U Ba San 
Thiri Pyanchi U Thant 
U E Thant 
U Kyaw Nyun 
Sithu U Thet Su 

U Thein Nyun 
U Soe Tin 
U Saw Tun 
U Tin Nyun 
U Thet Tun 

U Ba Kyu 
U Win Pe 


Financial Commissioner i 

Secretary, Ministry of Ti'ansport and Com- j 
munications 

Executive Secretary, Economic and Social ! 
Board 

Secretary, Ministry of National Planning | 
and Religious Affairs i 

-Secretary, Ministry of Agriculture and' 
Forests i 

Secretary, Ministry of Mines I 

! 

Secretary, Ministry of Industries i 

Secretary, Ministry of Commerce 
Secretary to the Prime Minister 
Secretary, Ministry of Information 
Secretary, Ministry of Finance and Revenue ; 
Chairman, State Agricultural Marketing ; 
Board 

Secretary, Ministry of Union Culture 
First Secretary, Foreign Office 
Deputy Director of Industries 
Trade Union Congress {Burma) 

Assistant Director, Central Statistical and ; 

Economics Department ; 

Secretary, Ministry of Housing and Labour ! 
Chairman, Board of Management for the 
Port of Rangoon 


Mr. Lee Tsuan-Sun 
Mr. Ho Hsiang 

Mr. F. Geoffroy-Dechaume 


CHINA 

Vice President, Taiwan Fertilizer Com- 
pany Ltd., Taipei, Taiwan 
General Manager, Taiwan Industrial and 
Mining Corporation, Taipei, Taiwan 

FRANCE 

Permanent Representative of France to 
ECAFE, Bangkok, Thailand 


INDIA 

H.E. Mr. K.K. Chettur Ambassador to the Union of Burma, 

Rangoon, Burma 
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NOTES i MEMBERS OF ECAFE (Co«?rf.) 

i 

j Mr. Saroj Kanta Guha 
I Mr. H. N. Vibahakar 


Mr. Abdul Ghayur 


Mr. Jose E. Velmonte 
Mr. Chester Ferrel Heady 


Mr. R. Kelf-Cohen, C.B. 
Mr, B.C.A. Cook , O.B.E. 
Mr. P.A. Rhodes 


I ASSOCIATE MEMBERS OF ECAFE 


M, Chamroeun-Bunroeun 


j Mr. Peter Oliver Fernando 


j Mr. Egerton Christison 
Selvarayon Paul 


! Prof. Tatsuo Takenaka 


OBSERVERS 


i Thiri Pyanchi U Ba Sein 
fSithuUZin 

iSithuUHman 
; U Ba Shan 
Sithu U Tun. Thwin 
U Maung Maung 

U Chit 
; U Ba Bwa 

I U Kyi Win 
: U Nyi Nyi 
U Kyaw Sein 

U Taw 


Ministry of Production. New Delhi 
First Secretary, Indian Embassy, Rangoon, 
Burma 

PAKISTAN 

First Secretary, Pakistan Embassy, 
Rangoon, Burma 

PHILIPPINES 

Dean, College of Business Administration, 
University of the Philippines, Manila 
Jr. Director, Institute of Public Adminis- 
tration, University of the Philippines, 
Manila 

UNITED KINGDOM 

Under Secretary, Ministry of Fuel and 
Power, London 

Commercial Counsellor, British Embassy, 
Rangoon, Burma 

Second Secretary, British Embassy, 
Rangoon, Burma 

CAMBODIA 

Secretary-General, American Aid to Cam- 
bodia, Presidence du Conseil des Minis- 
tres, Phnom-Penh 

CEYLON 

Permanent Secretary, Ministry of Indus- 
tries, Housing and Social Services, 
Colombo 

Deputy Director of Industries, Colombo 
JAPAN 

(414, Nishigawara, Ibaraki City, Osaka 
Prefecture), Professor of Business Admi- 
nistration, Kobe University 

BURMA 

Chairman, Electricity Supply Board 
Director-General, Industrial Development 
Corporation 

Chairman, State Timber Board 
Chairman, Inland Water Transport Board 
Chairman, Burma Railways 
Deputy Secretary, Ministry of Housing and 
Labour 

Ghairman, Union of Burma Airways 
General Manager, Inland Water Transport 
Board 

General Manager, Burma Railways 
Registrar, Co-operative Societies 
General Manager, Government Spinning 
and Weaving Factory 

General Manager, Union of Burma Airways 
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OBSERVERS (Contd.) 

U Tin U ' 

, u. Tun, Thin ' 

U Kyaw Nyeiii 
U Sein 
UKhinPe 
.Dr. U Ba Thi ' 

U Tun Aung 
U ThaTun.Oo 

U Tun Aung Pru 

U Mya Than 

Mr. D. K. Ghosh 

U Ko Ko Gyi 
U Sein Win 
U Maung Maung Than 
U Nyun Wei 


Director-General, Agricultural , and Rural , 
Development Cori^oration 
Mining Adviser 

Professor of Economics, University of 
Rangoon 

Ghairman, State Agricultural Bank 
Deputy Director of Labour 
Secretary, Government Tile Factory Board 
Senior Geologist, Burma Geological 
Department 

Deputy Manager, Employment Exchange 
Deputy Director, Central Statistical and 
Economics Department 
Assistant Engineer, National Housing 
Board 

Executive Engineer, National Housing 
Board 

Assistant Secretary, Ministry of National 
Planning and Religious Affairs 
Trade Union Congress (Burma) 

Trade Union Congress (Burma) 

Deputy Secretary, Ministry of Information 
Economist, Central Statistical and Econo- 
mics Department. 

ISRAEL 


Mr. Moshe Leshem Second Secretary, Legation of Israel, 97, 

36th Street, Rangoon, Burma 


UNION OF SOVIET SOCIALIST REPUBLICS 
Mr. A. Panteleimonov Commercial Counsellor, USSR Embassy, 

Rangoon, Burma 


UNITED NATIONS TECHNICAL ASSISTANCE ADMINISTRATION (TAA) 

Dr. Walter H.C. Laves (Vice-President, Governmental Affairs 

Institute, Washington, D.C.) Secretary- 
General of the Seminar 

Mr. F.J. Tickner Public Administration Division 

Mr. G.W. Cadbury 

TAA CONSULTANTS • 


Mr. T. E. Chester 
Mr. Louis Closon 

Mr. T. Benson Gyles 

Prof. W. Friedmann 

,ProT,T. H.;Kewley' „ 
Mr. Orhan Mersinli 

Mr. Bertil Olters 
Mr. Harold Seidman 


Acton Society Trust, 39 Welbeck Street, j 
London I 

Institut national de la statistique et des 
etudes economiques, 29 Quai Branly, : 
Paris VIII | 

General Superintendent, Sindri Fertilizer | 
Project, Sindri, India 

School of Law, University of Toronto, i 
Toronto, Ont., Canada I 

University of Sydney, Sydney, Australia ' 
Assistant General Director of Highways, 
Karayollari Genel Mudurlugu, Ankara 
Regional Director, Royal Swedish Tele- 
communications Board, Goteborg, 
Sweden 

Government Corporation Specialist, Bu- 
reau of the Budget, Executive Office ; 
Building, Washington 25, D.C. 
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APPENDIX 2 


AGENDA 

1. Address by the Executive Secretary, United 
Nations Economic Commission for Asia and the 
Far East 

2. Statement by the Secretary-General of the Semi- 
nar on behalf of the International Institute of 
Administrative Sciences 

3. Address of welcome by the Minister for National 
Planning and Religious Affairs, Government of 
the Union of Burma 

4. Election of the Chairman and Vice-Chairman 

5. Statement by the Secretary-General of the 
Seminar 

6. Adoption of the agenda 

7. Trends in the development of public enterprises 
in the ECAFE region 

8. Types of organization suitable for public indus- 
trial Undertakings 

9. Organizational relationships within the govern- 
mental structure 

10. Financing of public enterprises 

11. Problems of internal administration 

12. Commercial aspects of public enterprises 

13. Public understanding 

14. Adoption of the report 


Seminar paper No. 


1 

21, 32, 33, 35 
12, 22, 37 
13 

14, 24 

16A, 16B, 31. 34 

15, 25 
17 


APPENDIX 3 
ANNOTATED AGENDA 

I. TRENDS IN THE DEVELOPMENT OF PUBLIC ENTERPRISES IN THE INDUSTRIAL 
FIELD 

I What has hitherto been the experience of the countries of the region 
in the development of public enterprises ? Has it been necessary to stimulate 
or to regulate industrial entei^rises by governmental means? What circum- 
stances and conditions have led governments to undertake the develop- 
ment of their own enterprises for economic development up to the present 
time? Does this development conform to any kind of pattern in particular 
i countries or in the area as a whole? Does experience suggest any specific 
I scope for public enterprise to meet the need of future industrial develop- 
j ment ? Are the newer public enterprises different in character from the old? 
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Are 'sueh changes in character determined more by' general economic deve- 1 
lopments throi^hout the region or by the circumstances of each country ? I 
How far is the previous experience,, for example, in public utilities, including I 
transportation and communications, of' direct value in the development of | 
new enterprises? ■ What special assumptions concerning profit and services | 
underlie the operation of public industrial enterprises?. What public Indus- I 
trial enterprises are today in operation and what others are planned in each | 
country? ■ ; 

II. TYPES OF ORGANIZATION 

A. When the State acts as an entrepreneur, should it use types of 
organization different from those of oidinary government adminis- 
tration? 

B. What types of organization should be employed for the adminis- 
tration of public enterprises and what are their distinguishing 
characteristics (for example, bureaucratic organization, public 
corporations, joint stock companies, mixed ownership enterprises, 
operations by management contract, etc.)? 

C. What are the advantages and disadvantages of each type of insti- 
tution? 

III. ORGANIZATIONAL RELATIONSHIPS AND CONTROLS 

A. How and to what extent can operational flexibility required for 
managerial efficiency be reconciled with tbe need for public 
accountability and consistency in public policy? 

B. At what points is it essential that controls over public enterprises 
be established? 

C. What is the extent and nature of controls over public enterprises? 

(1) Method of creation 

(2) Organizational relationship with machinery of government 

(3) Financial controls 

(4) Ministerial control 

(5) Relationship with parliamentary institutions. 

D. What should be the composition and function of the governing 
board? Should board members be representatives, trustees, or 
experts? Should the board be policy-making or executive? 
Should there be a single executive or a board? 

IV. FINANCING AND FINANCIAL CONTROL OF PUBLIC ENTERPRISES 

A. What are the principal sources of capital for new investment in 
public and private enterprises? Do any particular sources of 
capital exist which are not now being utilized to maximum advan- 
tage? In what circumstances is deficit financing by the govern- 
ment or by public enterprise justified? 

B. What influence, if any, have the reputation and financial standing 

of the government and those of the public enterprises on one 
another? What is the relationship between the financial and 
economic policy of the government and that of the public enter- 
prises? ' ' . . 

C. What are the advantages and disadvantages of the following prin- 

^ ^ of financing public enterprises: appropriation in 

the budget, earmarked taxes, sale of capital stock, sale of bonds 
either guaranteed by the government or not, loans from govern- 
ment or other sources, etc. 

D. What different financial controls are required for public enterprises 
from those normally employed in private enterprise ? Do these 
include any special central controls over borrowing, use of surplus 
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' , fluids, new investment, depreciation, prices, purchasing, accounting 
methods and audit? 

■ E. Is it possible to develop central financial controls ' wliicli will not 
destroy financial and managerial efficiency and flexibility? 

V. COMMERCIAL AND ECONOMIC ASPECTS OF PUBLIC ENTERPRISES ' 

A. Should a public enterprise be directed to make a eontribiitioii to 
public revenue? Should it make a profit or just cover its costs? 
if the latter, which costs? 

B. In cases where it has to cover its costs only, should its price policy 
be based on average costs or marginal costs? 

C. If a public enterprise has to carry out non-commercial activities, 
e.g,y social services and defence, how should the costs be covered? 

D. Should a public enterprise be granted, special protection, e.g,, 
a statutory monopoly, exemption from taxation, etc.? 

E. What methods for purchasing should be applied? 

VI. INTERNAL ADMINISTRATION 

Recruitment and training of personnel 

A, What are the principal problems in recruitment and selection 
of operating personnel in public corporations and other employ- 
ment? 

i B What should be the objectives and methods in the selection and 
; training of supervision and management? 

I C. How should training be organized in public corporations? 

D. What is the relationsiiip between vocational training in public 
corporations and the general education system of the country ? 

I E. What are the principal problems in wage-fixing and relativities 
I of pay rules between public corporations and other employment? 

i F. How far should temporary key personnel, including non-nationals, 

: be*used, and how useful is training overseas for selected individuals ? 

Managerial policy and relationshi^^^ 

A. What are the principal internal organizational problems of public 
enterprises in the ECAFE region? 

B. How far are the suggestions contained in the basic paper useful 
for meeting these problems? 

’ PUBLIC UNDERSTANDING 

I (agenda item 13) 

I A. How important is public understanding to the successful operation 
i of public enterprises ? 

i B. What means should the government or the public enterprise use to 
build up public understanding? 

C. How should the consumers’ interest be organized? 
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APPENDIX 4 


GUIDE TO DOCUMENTATION | 

■ . ■ I 

Grateful acknowledgement is made , to; the governments, individuals' | 
and organizations wliich have generously assisted in the collection of data | 
and the preparation of discussion papers and information memoranda. The j 
very substantial number of high quality papers thus made available to the | 
Seminar is evidence of the growing interest throughout the world in the pro- | 
blems set forth in the agenda. It is even more a clear indication of the I 
great importance of the Seminar itself in providing a co-operative effort | 
to discuss a series of organizational and administrative problems that are I 
central to the successful prosecution of national development programmes, j 

Private individuals and professional non-governmental organizations | 
as well as governments and United Nations agencies have contributed to j 
the preparation of this documentation. Responsibility for accuracy of facts ! 
and for their interpretation rests necessarily with the authors. i 

In relation to nearly each substantive agenda item there are four distinct I 
categories of documents : i 

A. A paper serving as the basis of discussion of the agenda item i 

(Seminar papers Nos. 12^17 inclusive). i 

B. An ECAFE Secretariat paper summarizing available information | 
on the experiences and practices of countries of the ECAFE | 
region on the individual agenda item (Seminar papers Nos. 21, 22. i 
24, 25), 

C. Papers received from states members of ECAFE in response to a 
request for data on experience bearing upon each agenda item 
(Seminar papers Nos. M-50). 

D. Information memoranda and other material bearing upon the 
experience and practices of countries outside the ECAFE region 
and relating to the agenda items (Seminar papers Nos. 51-110). 

In addition to the documents listed in each category under each substan- j 
tive agenda item, there are a number of memoranda and printed publications ! 
relating to experiences and practices of countries outside the EC^FE region | 
but which deal with several items of the agenda. They will be found in the i 
additional list following item VII below, | 

{Note : The papers relating to the administration of the Seminar are I 
numbered 1 to 10). 

I TRENDS IN THE DEVELOPMENT OF PUBLIC ENTERPRISES IN THE ECAFE 
REGION ' 

A. No basic discussion paper. Document listed under B to serve for 
this purpose. 

B. ECAFE Secretariat summary : Seminar paper No. 21. 

C. Papers received from ECAFE members: Seminar papers No. 32, J 

, 33 and 35. | 

11. TYPES OF ORGANIZATION SUITABLE FOR PUBLIC INDUSTRIAL UNDERTAKINGS j 

A. Basic discussion paper : Seminar paper No, 12. 

B. ECAFE Secretariat summary : Seminar paper No. 22. 

Paper received from ECAFE members: Seminar paper No. 37. 

D. Information memoranda and other material from outside the 
region : Seminar papers Nos. 99, 51, 105, 111, 53, 113 and 114. 

See also additional list below. 


* In this guide to documentation, papers will be referred to by numbers only. 
For titles see appendix 5, check list of documents. 
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IIT ORGANIZATIONAL RELATIONSHIPS' WITHIN THE GOVERNMENTAL STRUCTURE 

A. Basic discussion paper : Seminar paper No. 13. 

B. No ECAFE Secretariat summary. 

C. No paper from ECAFE members. 

D. Information memoranda and otlier material from outside the 
region : 

Acton Society Trust Accountability to Parliament 
(publication No. 1, 1950) 

. The men on the 'boards 

(publication No. 4, J951) 

The powers of the Minister 
(publication No. 2, 1952) 

Seminar papers Nos, 81, 111, 84 and 104. 

See also additional list below. 

IV. FINANCING OF PUBLIC ENTERPRISES 

A. Basic discussion paper : Seminar paper No. 14. 

B. ECAFE Secretariat summary : Seminar paper No. 24. 

C. No paper from ECAFE members. 

D. Information memoranda and other material from outside the 
region : 

United Nations Budgetary structure and classification of 
.. government accounts, 1951 (ST/ECA/8) 

„ Domestic financing of economic develop- 

ment, 1950 (ST/ECA/17—UN publication 
sales No. 1951 B. 1) 

Government accounting— budget executive, 
1952 (ST/ECA/16) 

Seminar papers Nos. 54, 55 and 92. 

See also additional list below. 

V. COMMERCIAL ASPECTS OF PUBLIC ENTERPRISES 

A. Basic discussioix paper : Seminar paper No. 15. 

B. ECAFE Secretariat summary : Seminar paper No. 25. 

G. No paper from ECAFE members. 

* D. Information memoranda and other material from outside the 
region : 

Seminar papers Nos, 54, 56, 102 and 99. 

See also additional list below. 

VI. PROBLEMS OF INTERNAL ADMINISTRATION 

A. Basic discussion papers : Seminar papers Nos. 16A and 16B. 

B. No ECAFE Secretariat summary. 

C. Papers received from ECAFE members : Seminar papers Nos. 
31 and 34. 

p. Information memoranda and other material from outside the 
region : 

Acton Society Trust The extent of centralization (parts 1 & 2) 
(publications Nos. 6 and 7) 

5? The future of the unions (publication 

No. 8) 
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Acton Society Trust The framework of joint consultatioii 

(publication No. 10) 

, j The worker’s point of view 

(publication No. 11) 

5 , Management under nationalization 

„ The miner’s pension 

,, Training and promotion in nationalized 

industry 

,5 Problems of promotion policy. 

Seminar papers Nos. 57, 58, 112, 59, 103, 78, 93 and 97. 

See also additional list below. 

VII. PUBLIC UNDERSTANDING 

A. Basic discussion paper : Seminar paper No. 17. 

B. No ECAFE Secretariat summary. 

C. No paper from ECAFE members. 

D. Information memoranda and other material from outside the 
region ; 

Acton Society Trust Relations with the public (publication 
No. 12) 

See also additional list below. 

ADDITIONAL LIST OF MATERIAL FROM OUTSIDE 
THE ECAFE REGION 


The following material deals with experiences and practices of coun- | 
tries largely outside the ECAFE region. Because this material relates j 
to more than one agenda item it is separately listed by countries. | 


EUROPE 


Seminar paper No. 


Austria 

60 


Denmark 

61 


France 

37 


Germany 

’ 85 


Greece 

63, 64, 86, 94 and 89 


Italy 

95 


Norway 

65 and 66 


Portugal 

83 


Spain 

82 


Sewden 

52, 71 and 70 


Switzerland 

90 


United Kingdom 

Acton Society Trust : 



Series of booklets on 


Yugoslavia 

Nationalized Industry 
114 

72 

AUSTRALIA 


73, 91 and 74 

AMERICA , 


Canada 

75, 67, 68 and 69 


United States 

77 


Latin America (general) 

115 


Argentina 

62 


Chile 

87 and 106 


Puerto Rico 

96 


El Salvador 

88 

.M,IDDLEmST:':'T.-" ^ 


Turkey 

79 


Israel 

108, 109 and 110 
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NOTES I -AFRICA ■ > 

South Africa 80 

I GENERAL , ^ 76 

UNITED NATIONS DOCUMENTS 

Technical Assistance Board 
(TAB) 


DOCUMENTS OF THE INTERNATIONAL INSTITUTE OF 
ADMINISTRATIVE SCIENCES (HAS) 

Studies on economic administration in 

L Belgium 

2. France 

3. Italy 

4 The Netherlands 

5. The United States of America 

6. Yugoslavia 
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INTRODUCTION 


1. The conteEts- of this volume were originally written as basic dis- 
cussion papers for the Seminar on the Organization and Administration 
of Public Enterprises in the Industrial Field, held in Rangoon in March 
1954, under the auspices of the United Nations Economic Commission 
for Asia and the Far East, the United Nations Technical Assistance 
Administration and the International Institute of Administrative Sciences, 

2. In the area served by the Commission, governments are at present 
engaged in intensive efforts to foster economic development in an at- 
tempt to overcome poverty, malnutrition, disease and illiteracy. This 
has led, in greater or lesser degree in the various countries, to the 
intervention of government in various spheres of economic enterprise. 
Insofar as this intervention entails direct governmental ownership and 
operation, experience shows that all of these governments have been 
faced with organizational and administrative problems of similar char- 
acter. A survey of these problems in the public operation of industrial 
enterprises was accordingly undertaken by the ECAFE secretariat. 
Through the initiative of the Committee on Industry and Trade of ECAFE 
the matter received wider attention and the Seminar was arranged as a 
means of stimulating interest and discussion of common problems, 
between participants from member countries and consultants from out- 
side the ECAFE region. The Government of the Union of Burma was 
host to the Seminar and the HAS undertook responsibility for preparing 
much of the necessary documentation. 

3. The agenda was grouped under seven principal headings: Trends 
in the development of public enterprises in the ECAFE region; types 
of organization suitable for public enterprises; organizational relation- 
ships and control; financing of public enterprises; commercial and 
economic aspects of public enterprises; problems of internal adminis- 
tration; and public understanding. 

4. Basic discussion papers were prepared, covering the whole range 
of these subjects. Those which stimulated the greatest interest have 
been selected, revised and amplified to include additional material, 
brought to light at the Seminar itself, and are contained in this volume. 
The bibliography prepared for the Seminar has also been included and 
enlarged. In addition material on organizational and administrative 
aspects of public enterprise in various parts of the world was collected 
in a series of information memoranda, and it is hoped that it will short- 
ly prove possible for the International Institute of Administrative Sci- 
ence to publish a selection from these documents. 

5. ' Grateful acknowledgement is made to many individuals and or- 

ganizations who helped with the preparation of this extensive documen- 
tation. ■ ' ' 
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6. It has not been possible, nor indeed is it necessary, to complement 
the papers contained in this volume with a Ml historical account of the 
development of public enterprise or a summary of the discussion at 
Rangoon. Nevertheless some general observations seem called for, on 
past development and current issues. 

7. No one country is typical of the region as a whole; few are alike 
even in major respects. Japan and Thailand have both maintained po- 
litical independence over a long period, yet the industrial development 
of Japan has been by far the more advanced of the two. India, Pakistan 
and Burma, were at one time part of the same political structure, yet 
Burma is now pursuing a course entirely different from the other two. 
India and Indonesia passed through a period of colonial development, 
but they differ from one another in many ways. Each was associated 
primarily with a single European nation, whereas Ceylon and the Phil- 
ippines have experienced changes in outside influence, the latter within 
quite recent times. China has passed through phases of development 
peculiar to itself. 

8. Thus the economic development of the various countries may show 
broad similarities, but in each instance their domestic characteristics 
dominate the particular situation. At the Seminar it proved almost im- 
possible to offer generalized solutions applicable to all countries. 

9. Public enterprise is no new feature of the region. The so-called 
” culture system”, the large scale agricultural economy in force in the 
Dutch colonies in Indonesia during the earlier part of the nineteenth 
century, is a form of public enterprise which now belongs to the past; 
state salt monopolies which still persist as a means of raising revenue 
in several countries, date from even earlier times. Public irrigation 
works go back to an early historical period, although modern needs of 
electrical generation and the resources of modern engineering have 
given a new stimulus to regional irrigation projects. Forest conser- 
vation, agricultural research, sanitation, communications and transport 
were generally within the sphere of public enterprise before the end of 
the nineteenth century; mining was in some cases a government under- 
taking even before private investment entered the field. 

10. A characteristic of public undertakings in the ECAFE region has 
been the absence, for the most part, of conscious political motivation 
except in so far as an attempt to raise the general standard of living 
is to be regarded as a political motive. It is true that the present Bur- 
mese government has a political philosophy which creates a climate 
favourable to state enterprises, but the lack of available private capital 
and of industrial experience are at least as compelling motives for the 
creation of public corporations there, in Japan it was for many years 
the policy of the government to stimulate a vigorous industrial develop- 
ment; but for this purpose state action or private enterprise was called 
into play according to the needs of the moment- In the Philippines, 
through the National Development Company, the government gave a 
lead in the development of industrial enterprise, but it encouraged the 
investment of private capital, domestic and foreign. Indonesia af- 
fords examples of public enterprise where private enterprise would 
not adequately have developed some particular resource, essential to 
the whole economy, whilst India had the special problem of grain dis- 
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tribution' for famine relief, which called for public attention. In Ceylon 
industrial development was not directly sponsored by the government 
until 1937, and then from motives of expediency rather than of political 
doctrine. 

11. In the development of public enterprise in certain countries of the 
region there has necessarily been a strong nationalistic feeling which 
reflects the recent achievement of political independence. A colony is 
by definition part of the economic system of another country, and in the 
modern world political independence usually creates a simultaneous 
demand for economic independence. In countries of the ECAFE region 
this has led to the creation of industries capable of producing locally 
goods hitherto imported from Europe, Australia or North America. 
Moreover, in order to maintain existing enterprises there has often 
been no alternative to public ownership because the new nationalism 
has made doubtful the continued private ownership that grows out of 
foreign investment on a large scale. In Pakistan there has been more 
than the simple achievement of sovereignty; there has been the creation 
of an entirely new state, and this is reflected in the general public 
direction of economic planning and creation of development corporations 
to stimulate and finance industry and agriculture. Where a change has 
taken place in sovereignty, as in Formosa, public enterprise has also 
been used as a means of taking over enterprises developed by nationals 
belonging to the former regime, and in some respects this creates a 
situation similar to the withdrawal of a colonial power. 

12. No single trend can be cited as typical of innovations in organi- 
zation and control. With exceptions, notably in Burma, Ceylon and Thai- 
land, there has been a general tendency to move away from the govern- 
ment departmental type of organization, but the alternatives adopted 
vary from country to country. India, Pakistan, Burma and Ceylon have 
made use of public corporations on United Kingdom model, but India 
has also important mixed enterprises in which the government owns the 
capital stock but is associated with private enterprise in operation of 
the industry. In the Philippines civil aviation is similarly in the hands 
of a mixed enterprise, but this is the exception in a local pattern of 
development corporations. 

IS. It would be equally difficult to determine a single dominant trend 
in the administration of new enterprises throughout the region. In some 
countries, notably Ceylon, a civil service type of organization has been 
usual; in Burma the pattern has been rather the public corporation on 
the British model. Burma also shares with Pakistan and the Philippines 
experience of development corporations; whilst in India there has been 
a marked tendency to experiment with company organizations on the 
commercial pattern which are nevertheless financially under state con- 
trol, One characteristic throughout the region has been the lack of 
available senior personnel and of necessary industrial and managerial 
experience, and, in spite of considerable success in specific instances, 
this has severely limited the rate of progress in the development of 
state enterprises. 

14. The two world wars stimulated innovations in public enterprise. 
Government operations in the purchase, manufacture and even in the 


3 



sale of certain goods became necessary througli war conditions^ and 
this gave an impetus to economic changes which were already beginning. 
At a later stage the need to repair ravages of war^ particularly in Bnrma^ 
Indonesia and the Philippines j made government economic planning of 
extreme importance ^ and a dominant factor in the contemporary po- 
litical situation. 

15. This preliminary survey is intended only as a general introduction 
to the chapters which follow. Most of the organizational and adminis- 
trative problems of public enterprise in the ECAFE region are as yet 
only in the early stages of solution, and the Seminar at Rangoon gave 
few complete answers; it served principally to determine some of the 
fields in which further research and wider experience must be brought 
to bear on the issues involved. 
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CHAPTER I 


TYPES OF ORGANIZATION SUITABLE FOR PUBLIC ENTERPRISES 


L 

The Basic Dilemma in Organizing Public Enterprises 

1. The great increase in tiie number of State owned and operated 
business enterprises during the last decade has confronted almost 
every nation with a basic dilemma: How can the operating and financial 
flexibility required for the successful conduct of an enterprise be rec- 
onciled with the need for controls to assure public accountability and 
consistency in public policy? Attempts to resolve this dilemma have 
taken many different forms and met with varying degrees of success. 
Even within any single country there are substantial differences among 
the various enterprises in organizational and legal status, operational 
authority, and financial independence. The differences between countries 
are even more striking since each nation must necessarily seek an 
organizational solution compatible with its constitutional system, po- 
litical traditions, governmental structure and economy. While no stand- 
ard organizational plan for public enterprises has emerged, certain 
general trends are now discernible throughout the world. 

2. There is necessarily a close relation between types of organization 

and organizational relationships. The present chapter deals directly 
with types of organization. The next one deals in detail with organization- 
al relationships. • 

Forms of Organizatimi 

3. Three principal forms of organization, each with significant varia- 
tions, are now utilized for the administration of public enterprises: 
(i) those on the same basis as other government activities; (ii) public 
corporations; and (iii) mixed- owner ship corporations. In addition, in 
recent years increasing use has been made of the operating contract, 
under which a government contracts with a private concern for the 
operation and management of a public enterprise. Examples of each of 
these institutions are found in almost every country. 

II. 

Governmental Department Organization 

4. Initially, no distinction was drawn between public enterprises and 
traditional government functions. For this reason, the oldest public 
enterprises such as the postal service, tobacco, match and salt mono- 
polies, telegraph and telephone service and, in some cases, railways, 
both within and outside the ECAFE region, are generally organized, 
financed and controlled in much the same way as any other central 
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governmeEt departmeEt or bureau. This form of organization is still 
commonly employed when the main purpose of the enterprise is to 
provide revenuCj as with the tobacco monopoly in Austria^ France and 
Italy or to control consumption as with liquor monopolies in a number 
of states in the United States and Canada. In the ECAFE region and 

notably in Ceylon and Thailand this type of organization is also used 

in operating industries of many kinds. 

5. The principal characteristics of this form of organization are: 

(!) The enterprise is financed by annual appropriations from the 

Treasury and ally or a major share of its revenues^ are paid 

into the Treasury; 

(ii) The enterprise is subject to the budget, accounting and audit 
controls applicable to other government activities; 

(iii) The permanent staff of the enterprise are civil servants, and 
the methods by which they are recruited, and the conditions of 
service under which they are employed, are ordinarily the 
same as for other civil servants; 

(iv) The enterprise is generally organized as a major sub-division 
of one of the central departments of government and is subject 
to the direct control of the head of the department; 

(v) Wherever this applies in the legal system of the country con- 
cerned, the enterprise possesses the sovereign immunity of 
the State and cannot be sued without the consent of the government. 

6. While this type of organization appears to assure the majximum 
degree of control by poiiticallv responsible officials - a factor of great 
importance both within and outside the ECAFE region- it falls far short 
of providing the flexibility essential to effective operations. This has been 
the experience of the ECAFE countries, as it has also been of many 
Western countries. It fails adequately to take into account certain dis- 
tinguishing characteristics which clearly set most enterprises apart 
from the general run of government programmes: (i) the government 
is dealing with the public in the manner of a business man rather than 
a sovereign; (ii) individual users, rather than the general taxpayer, 
are to pay for the cost of goods and services: (iii) expenditures neces- 
sarily fluctuate with consumer demand and cannot be predicted ac- 
curately, or realistically kept within annual budgetary limitations; and 
(iv) operations are being conducted within areas in which there are 
well established trade practices. Under this form of organization, pub- 
lic enterprises have sometimes become synonymous with red tape, 
delays, inadequate service and insensitivity to consumer needs. 

7. The basic difficulty is that most enterprises have operating and 
financial requirements which are incompatible with the existing govern- 
mental administrative and financial structure. For example, the key- 
stone of financial control in most countries is the requirement of ob- 
taining annual appropriations from the legislature. For this reason 
government agencies are usually not permitted to utilize incidental 
re-renues or to retain unexpended balances of appropriations at the end 
of the fiscal year. Such budgetary controls would make any long-range 
commitments impossible and prevent expansion of service to take care 
of an unanticipated increase in the volume of business, although the 
revenues of an enterprise generally fluctuate with the volume of busi- 
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nessj and additional expenditures to meet increased demand do not 
ordinarily increase net expenditures from the Treasury. Furthermore, 
governmental accounting and auditing have the limited purpose of pre- 
venting over -obligation of appropriated funds and unlawful expenditures. 
Frequently, individual transactions must be approved in advance by 
representatives of the central control agencies such as the Ministry of 
Finance or the Comptroller. Moreover government departments gen- 
erally find it necessary to lay down rigid iules for the purchase of 
supplies, contracts, and so on, so that there is no risk of public money 
being wrongly expended or dishonestly used. These rules, however, may 
conflict with accepted commercial trade practices and hamper individual 
Judgment and initiative which are necessary for the successful conduct 
of an enterprise. 

8. Use of' the traditional form of government organization also tends 
to make it more difficult to operate an enterprise on a self-sustaining 
basis. Normal governmental activities are not expected to be self- 
supporting and ordinarily are financed out of general tax revenues 
rather than from fees paid by individual users of the service. If fees 
are charged, they bear only a coincidental relationship to the cost of 
furnishing the service. When an enterprise is financed exclusively by 
appropriations from the Treasury and cannot use its revenues, it has 
little or no incentive to charge rates calculated to recover ail, or a 
substantial part, of the costs of its operations. On the contrary, it is 
likely to be subject to continuing pressure to provide goods and ser- 
vices at less than cost. 

9. The more obvious weaknesses of the traditional form of Govern- 
ment organization for the administration of public enterprises have 
been alleviated in part by the development of new techniques, parti- 
cularly the revolving fund. Use of a revolving fund permits much more 
financial flexibility than is possible under customary governmental 
procedure. Revenues of the enterprise are deposited in the fund, and 
may be withdrawn for any authorized purpose without re-appropriation. 
Money in the fund is permanently available and not subject to fiscal 
year limitations. Revolving funds have been found to be particularly 
well adapted to certain internal government operations involving pur- 
chase and sale of commodities and manufactured products such as 
supply depots and warehouses, arsenals, printing plants, and so on. 
A revolving fund, however, does not of itself provide freedom from 
restrictive statutes, personnel regulations, budget and accounting pro- 
cedures and other factors which may hamper operations. 

10. In the ECAFE countries special difficulties have been encountered 
in departmentally-run enterprises owing to the insufficiency of suit- 
able personnel and to lack of training. The few senior departmental 
officers available are over -burdened with normal governmental serv- 
ices. In addition many of the governmental departments of these coun- 
tries have been hampered by continual time-consuming parliamentary 
enquiries and other work connected with legislation. 

11. Some countries grant selected enterprises specific exemptions from 
particularly irksome laws and regulations, but this has usually been, 
done on a hit or miss basis and not in accordance with any established 
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policy. General legislation has also been enacted to liberalize budget, 
accounting and audit procedures. To take an example from outside the 
ECAFE region, the United States Budget and Accounting Procedures 
Act of 1950, stresses the need for maintaining accounting systems 
which will furnish adequate financial information for management pur™ 
poses, and authorizes gradual elimination of procedures based on an™ 
tiquated requirements of law. This Act also authorizes the Comptroller 
General to change the time and place of his audit, and he has now in- 
stituted the "comprehensive audit" which combines features of both a 
governmental and a commercial audit. 

12. While it is theoretically possible to endow an enterprise organized 
along normal governmental lines with a high degree of operating and 
financial flexibility, in practice it is difficult to do so. As long as an 
enterprise is not clearly differentiated from other types of govern- 
mental activity, strong pressures will be brought to make it conform to 
standard government regulations and procedures, since emphasis on 
uniformity is a common characteristic of bureaucratic administration. 
Unless specific legal provisions are made applicable to specifically 
designated enterprises the effort to apply different procedures often 
fails. 

13. To impart flexibility and allow for quick decisions in the ECAFE 
region, committees or boards consisting of the representatives of the 
various ministries are in some cases set up for departmentally run 
enterprises. In Burma, the Spinning and Weaving Factory Board, the 
Tile Factory Board, and the Paper and Chemical Industries Board are 
composed of representatives of the various ministries. In India, inter- 
ministerial Committees have been set up for execution of the Bhakra- 
Nangal and Hirakud Projects. The need for such Inter- Ministerial Com- 
mittees arose because, in both planning and execution, the assistance, 
concurrence and sanction of several ministries was frequently required. 
Land had to be procured, water supply and electric power to be as- 
sured, railways or transport facilities to be installed, stocks to be 
purchased, and allocations of building and other materials to be ar- 
ranged. The presence of representatives of the Finance Ministry on 
these committees or boards has facilitated quick decisions in regard to 
expenditure. In other countries, such as Thailand, boards have also been 
established but not necessarily composed of representatives of a number 
of ministries. In the recently reorganized Thai Airways Company, the 
Ministry of Transport and Communications and the Air Ministry are 
the only Ministries represented on the Board of Directors. 

14. To curtail delay in procedure regarding financial expenditure, em- 
ployment, appointment and dismissal of personnel the administrative and 
financial rules concerning government- owned enterprises have been 
revised in some countries of the ECAFE region as, for example, in 
relaxation of governmental purchasing procedure for the departmentally 
run State Cement Factory in Ceylon and delegation of powers to the 
railways in India. Recent legislation in Thailand to establish an inde- 
pendent Railway Authority and Bangkok Harbour Authority reveals a 
similar tendency. The Indian Railways have their own financial, adminis- 
trative and appointment procedures and their own accounting and au- 
diting departments; they have moreover been divided into various re- 
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gions each with a considerable degree of decentralization as regards 
operation. 
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15 . Public Corporations 

With rapid expansion in the number of governmentaily owned and 
operated enterprises, it became evident that a new institution had to 
be developed which could be clothed with the power of government, but 
which would possess the operating flexibility of private enterprise. 
The pragmatic and ready-made solution' was to adopt the organization 
most commonly employed by large pri-vate enterprises - the corpo- 
ration. The corporate device enables a government to waive some of 
its sovereign immunities within limited and well-defined areas, and 
■ to create an agency which can act in its own name rather than that of 
the state. Over the past twenty-five years the public corporation has 
become the most common form of organization for public enterprises. 

16. The principal characteristics of the public corporation are: 

(i) It is wholly owned by the state. 

(ii) It is generally created by, or pursuant to, a special law de- 
fining its powers, duties and immunities and prescribing the 
form of management and its relationship to established de- 
partments and ministries. 

(iii) As a body corporate, it is a separate entity for legal purposes 
and can sue and be sued, enter into contracts, and acquire 
property in its own name. Corporations conducting business 
in their own name have been generally given greater freedom 
in making contracts and acquiring and disposing of property 
than ordinary government departments. 

(iv) Except for appropriations to provide capital or to cover losses, 
a public corporation is usually independently financed. It ob- 
tains its funds from borrowing, either from the Treasury or 
the public, and from revenues derived from the sale of goods 
and services. It is authorized to use and reuse its revenues. 

(v) It is generally exempted from most regulatory and prohibitory 
statutes applicable to expenditure of public funds. 

(vi) It is ordinarily not subject to the budget, accounting and audit 
laws, and procedures applicable to non-corporate agencies, 

(vii) In the majority of cases, employees of public corporations are 
not civil servants, and are recruited and remunerated under 
terms and conditions which the corporation itself determines. 

17. A Board of Directors is considered by many to be one of the es- 
sential attributes of a public corporation. This view undoubtedly has 
its basis in the fact that general laws authorizing the creation of pri- 
vate corporations frequently require the establishment of Boards of 
Directors elected by the stockholders. A board of a private corporation 
nominally has the duty to act for the stockholders in formulating basic 
policies and checking on the results of operations. In government this 
function is often not performed by the Board, but by the Chief Executive 
Ministers or Legislature, Government corporations have existed and 
operated effectively without a Board of Directors. Whether or not a 
public corporation should be managed by a Board of Directors or a 
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single executive, depends on the nature of its programme of operations, 
the quaiificatioiis which the government wishes to see represented in 
its management, the conception of managerial responsibility in the 
particular country, the influence which a particular form of direction 
may have on popular confidence in the corporation established adminis- 
trative habits, and similar factors. 

18. The chief advantages of the corporate form of organization for 
private enterprise - limited liability, pooling of investment, transfera- 
bility of securities and perpetuity - have little or no significance for 
a public enterprise. The principal benefits of the public ' corporation 
as an organizational device are in its freedom from unsuitable govern- 
ment regulations and controls and its high degree of operating and 
financial flexibility. The special powers granted to public corporations 
are designed to enable a government, when it undertakes to operate an 
industrial or commercial enterprise, to render service and discharge 
its obligations to the public as nearly as possible in the same manner 
as a private business. Freedom from restrictive statutes with respect 
to disbursements, contracts, purchases and personnel permit a public 
corporation, where desirable, to follow standard commercial practice 
in carrying on its business. Expansion of facilities to take care of an 
unanticipated growth in business can be financed, without undue delay, 
by use of revenues or borrowed funds. 

19. While the public corporation has eliminated many weaknesses char- 
acteristic of traditional governmental organization, it has given rise to 
new and equally difficult problems. At the outset, the reaction to ex- 
cessive bureaucratic controls was to abandon controls altogether. The 
early public corporations such as the Port of London Authority and 
Central Electricity Board in the United Kingdom were created outside 
the normal governmental structure, and largely immune from minis- 
terial direction and control. This development was rationalized into a 
theory that public corporations are by their very nature autonomous 
bodies with certain inherent characteristics such as independence, free- 
dom from direction and control by ”poiitical" officers, and self-con- 
tained finance. The words ^autonomous corporation” and "autonomous 
agency" have since become firmly embedded in the vocabulary of public 
administration. 

20. The theory of the autonomous corporation has been seized upon in 
a number of countries as a convenient device for solving certain prac- 
tical financial and budgetary problems. The fiction that public corpo- 
rations are somehow extra- governmental has provided an excuse for 
disregarding statutory or constitutional limitations on the Government’s 
borrowing authority and restrictive budget laws requiring that revenues 
and expenditures be balanced in any given fiscal year. In addition, public 
corporations engaged in revenue producing enterprises may have a 
better credit standing than the government itself, and can more readily 
borrow funds from foreign sources at reasonable rates. In turn lenders 
often insist as a condition of the loan that the corporation be given a 
high degree of autonomy to protect it against "political" interference 
and diversion of corporate revenues. 

21 . The public corporation has satisfied a very real need for a public 
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institution, which possesses some of the operating flexibility of pri- 
vate enterprise^ but it has sometimes done so at the sacrifice of public 
accountability. Existing controls to assure responsiveness, to direction 
by politically responsible officials have often been abandoned without 
providing adequate substitutes.. Public corporations do not function in 
a political vacuum. Removal from so-called political pressures may 
mean^ in factj that significant political power is being placed in the 
hands of a small, unrepresentative, and in extreme cases possibly 
even a self-perpetuating group controlling the public corporation. Pub- 
lic corporations are created to serve a public purpose, and their so- 
called business decisions are likely to have important political reper- 
cussions. However, as long as autonomous corporations are relatively 
few in number and operate outside areas of most vital governmental 
concern, the threat to orderly and responsible government is more 
potential than real. 

22. Where extensive use is made of public corporations, the problem 
of public accountability can no longer safely be ignored. This is par- 
ticularly true in countries which have assigned to public corporations 
responsibility for the most significant and dynamic segment of the 
government's total economic programme. Corporate revenues and ex- 
penditures necessarily have a vital bearing on a government's overall 
financial plan. Corporate programmes frequently overlap or cut across 
those of ordinary departments and agencies. The theory of corporate 
autonomy has come into direct conflict with the urgent need for bringing 
the operations of public corporations into harmony with related actions 
of the government. Means must exist by which public corporations may 
be held accountable for their acts to those who bear political respon- 
sibility - the Chief Executive, the Cabinet and the Legislature. 

23. The autonomous public corporation persists in much its original 
form in many areas of the world. But the trend in such countries as 
the United states, the United Kingdom, Canada and France has been 
away from earlier concepts of corporate autonomy and toward devel- 
opment of new organizational arrangements and controls specially a- 
dapted to the peculiar requirements of public enterprises. While the 
public corporation in these countries retains its operating and financial 
flexibility, it has been brought within the governmental framework and 
in varying degrees and by different methods made subject to central 
direction ■ and control. So far as wholly- owned public corporations are 
concerned, there is no longer serious doubt that they are government 
institutions serving a public purpose and functioning within the govern- 
ment structure. 

24. The public corporation now plays an increasingly important role 
in the ECAFE countries. Prominent examples are the Indian Damodar 
Valley Corporation set up under a statute of 1947, the Indian Air Cor- 
poration Act, 1953, closely modelled upon the British Public Corpora- 
tion of the corresponding type, and -the Gal Oya Development Board of 
Ceylon which appears to differ from the typical public corporation only 
insofar as the Minister has much more far-reaching powers of direc- 
tion in regard to activities of the Board. 
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Mixed '■Owner ship Corporations 

25. The Seminar discussion revealed great interest on the part of ail 
the countries of the ECAFE -region in the concept of ** mixed economic 
enterprise”, and use of the commercial company (joint stock company) 
for this purpose. It should be emphasized that the term ” mixed enter- 
prise” does not describe a legal or organisational form but an economic 
concept. It includes various forms of joint enterprise shared between 
the state and pri^te interests. The latter may be national or foreign; 
they may represent the shares of individual firms participating in the 
venture or the subscriptions of members of the public at large. 

26. The participation of non-governmental interests does not necessarily 
call for an alternative to the public corporation proper. It is possible 
for public corporations - often with statutory authority - to issue interest 
bearing debentures or bonds which will give a fixed rate of interest with- 
out vote and other rights of control over the enterprise. It has, however, 
been the experience of many European countries, and more recently, 
of countries of the ECAFE region, that it is difficult to obtain financial 
investment in this way. For foreign interests in particular, the pos- 
sibilities of profitable investment, in such countries as the United States, 
Canada and West Germany, are so considerable that the poorer and in- 
dustrially less developed countries would find it very difficult to at- 
tract capital on these terms. This leaves the joint stock company, set 
up under same form of India’s Companies Act as the main form of 
”mixed enterprise" which can attract private investment. 

27. there are three major reasons for the adoption of the company form: 
(i) The government may have to acquire shares of an existing 

enterprise in an emergency, in response to a financial or em- 
ployment crisis, or in order to maintain a nationally important 
production or service which has become unprofitable or insol- 
vent under private enterprise. This happened in many instances 
in Europe immediately after the first world war. The govern- 
ment stepped in to acquire a minority or a majority of the 
shares. The original intention was in most cases to dispose of 
the shares when the emergency had passed, and therefore the 
governments were seldom inclined to alter the structure of the 
enterprise. It has, however, been the almost universal experi- 
ence in Europe (for example in France, Germany and Italy) 
that the governments found themselves holding these interests 
many years later, either because no private buyers could be 
found on reasonable terms, or because the participation of 
government in industrial enterprises had become a matter of 
government policy. Such situations will not often arise in the 
countries of the ECAFE region in their present stage of de- 
velopment. 1 


But see the case of the Hindustan Shipyard Ltd. in paragraph (ii) below and Garuda 
National Airways in Indonesia (formerly KNILM); such instances may well become 
more frequent as industrialisation proceeds. 
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(ii) The state may wish to launch an enterprise in association with 
certain other interests, national or foreign. Important recent 
examples are Hindustan Steel Ltd., set up under an agreement 
between the Government of India and the German combine of 
Krupps and Demag. This is a private company with an author- 
ised capital of Rs, 100,000,000 and an initial subscription of 
Rs, 500,000, at a permanent ratio of four government shares 
to one German combined share, whatever the amount of the 
issued capital. A joint venture of the Indian Government and 
private interests is Hindustan Shipyard Ltd. in which the Govern- 
ment holds two- thirds of the paid-up capital which it took over 
from a private enterprise. Another very recent example is the 
offer of a proportion of its shares by Pakistan Thai Industries 
Corporation Ltd. to farmers in the area and employees in the 
enterprise. 

(iii) The government may wish to start an enterprise entirely as a 
public venture in order to put it on its feet, with the intention 
of disposing of all or part of it to the public, or to specific pri- 
vate interests as soon as possible. This is at present an im- 
portant problem in Ceylon where a pending bill envisages a 
standard form of public enterprise which will be converted into 
a company on the offer of shares to non-governmental interests. 
The bill proposes that on the issue of shares, the members of 
the Board will be elected by the government and the private 
shareholders respectively in proportion to their shareholding, 
while a general power of direction is reserved to the government 
as long as it holds more than 50% of the shares. 

(iv) In several recent instances, national development corporations 
have been established in the ECAFE region with a share capital, 
as a means of enabling them to set up subsidiary operating com- 
panies and to acquire interests in them. Examples are the 
National Development Company of the Philippines and the In- 
dustrial Development Corporation of Pakistan. 

28. Frequently, both in Western countries and in countries of the ECAFE 
region, the form of the joint stock company has also been used for a 
fundamentally different purpose, namely to establish a pure public en- 
terprise permanently controlled by the government. Outside the ECAFE 
region this practice has been particularly pronounced in Italy; inside 
the ECAFE region, the Sindri Fertilizers Factory is an example of an 
entirely government- controlled enterprise set up as a limited company. 
The Auditor- General of India has described the practice of constituting 
state- owned enterprises as private companies as ”a fraud on the Com- 
panies Act and on the Constitution", and discussion at the Seminar re- 
vealed general agreement with this view. Among the main disadvantages 
of this device in the case of entirely state-owned enterprises are the 
following:- 

(i) The company device evades the constitutional responsibilities 
which a state- controlled enterprise has, in a democratic society 
to the government and to Parliament; 

(li) The use of the company form and of the law regulating com- 
mercial companies usually becomes a mere fiction because all 
or most of the functions normally vested in the shareholders 
and in the management are reserved to the government by the 
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statute setting up the company. There is usually no meeting of 
shareholders because it would be meaningless, and the profits 
as well as the appointments to the Board are naturally reserved 
to the Government. In federal states - as the e3q}erience of the 
United States shows - this device may cause an additional dif- 
ficulty where companies can only be incorporated under state 
laws. In such cases, the Federal Government may have great 
legal difficulties in liquidating an enterprise for which it is 
otherwise fully responsible. 

29. It appeared to be the unanimous opinion of the consultants at the 
Seminar tiiat where an enterprise is wholly government-owned it should 
be set up in the form of public corporation, or in some cases adminis- 
tered as a department of government. 

30. Even where the commercial joint stock company is a proper device 
to use, serious problems arise in regard to the form and the extent of 
the powers which the government should reserve to itself because of 
the national interests involved. It is an almost universal practice of 
governments holding substantial interests in mixed companies to re- 
serve certain powers. There are however, different methods of doing 
this. 

(i) Where the government controls more than 50% of the shares 
it can generally assert its interests by exercise of the rights 
of a majority shareholder, as well as by instructions to its 
nominees of the board of directors. These powers should nor- 
mally be sufficient but in many cases governments have re- 
served yet further powers for themselves. 

(ii) Where state controlled enterprises in the form of joint stock 
companies have been established by special statute a frequent 
practice in Italy, - the statute itself often reserves to the gov- 
ernment such powers as the right to determine distribution of 
. profits, to appoint auditors or to authorise an increase of capi- 
tal. 

(iii) An alternative method is to restrict the powers of shareholders 
and operate in favour of the government by the memorandum 
and articles of association of the company. This is, for example, 
the case with Hindustan Shipyard Ltd. 

(iv) Another practice is for the government to enter into a special 
contract with the private shareholders by which the latter under- 
take certain obligations. The Swedish Tobacco monopoly, for 
example, is exercised by the joint stock company in which the 
state is the main shareholder. By a contract between the gov- 
ernment and the private shareholders the government has re- 
served the right to redeem the shares held by the private share- 
holders who in their turn may not transfer their shares without 
the government’s consent. Other special privileges are reserved 
to the government by the articles of the company. 

31. The foregoing observations have mentioned reservations made in 
favour of the government in mixed enterprises. Amongst them the most 
frequent appear to be: (i) the right to appoint a Chairman, or the majority 
of the members of the board; (ii) restrictions on the alienation of shares; 
(iii) restrictions on the distribution of profits; (iv) the need for state 
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approval of ctianges in the capital structure; and (v) the right of the 
government to appoint auditors. 

32, Such special powers are not necessarily restricted to cases where 
the government is a majority shareholder. Frequently^ especially in 
Germany 3 , where the government is a minority shareholder^ it has re- 
served certain privileges to itself by a special agreement or by the 
articles of association. 

33, A recent Ceylon draft statute for a standardised public enterprise 
envisages the transformation of the public corporation into a Joint stock 
company from the moment shares are issued to the public. It also re- 
serves a general and special power of direction by the ministry where 
the government holds more than 50% of the shares. 

34, It is unwise to use the joint stock company in such a way that it will 
create uncertainty about the position of the private shareholders and so 
deter private capital from investment. It is far preferable in such cases 
to resort to the devices enumerated in the preceding section. 


V 

Operating Contracts 

35. A comparatively new device for administration of public enterprises 
is the operating contract. The government enters into a contract with 
an established private company for management of a public enterprise 
and agrees to reimburse the contractor for all costs which he incurs. 
The contractor is compensated for his services by a "fixed fee” set by 
negotiation. Within the terms of the contract, which is a management 
contract, leaving less freedom for the managing company that it would 
have if it were operating privately, the contractor is given full authority 
to employ and dismiss personnel, determine rates of compensation^^ 
purchase supplies and equipment, determine operating policies, and so 
forth. Statutes applicable to governmental agencies do not apply to the 
contractor; and personnel hired by him are not considered to be public 
employees. In this way the contractor is able to operate the enterprise 
to a large extent in the same way as he would if it were a subsidiary of 
his private company. 

36. Operating contracts are utilised extensively in the United States by 
the Atomic Energy Commission and the Department of Defense. The 
Atomic Energy Commission does not itself engage in any operations but 
contracts with such companies as Du Pont and General Electric and 
various universities and non-profit organisations for the operation of 
its plants and laboratories. The Department of Defense has entered into 
similar contracts for the operation of arsenals and laboratories. 

37. The principal advantage of the operating contract is that it makes 
available to the government the managerial skill and technical knowl- 
edge of private industry. It provides for a much greater degree of flexi- 
bility in procurement, planning and staffing than is ordinarily obtainable 

, even with a public corporation. Operating contracts can also be used as 
a device to develop enterprises which the government will ultimately 
take over. 
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38. Use of the operating contract, however, raises a number of basic 
issues of public policy. The element of competition is usually absent, 
so that the Government cannot rely on conventional economic incentives 
to assure that contractors operate with maximum efficiency and economy. 
Once an enterprise has been turned over to a contractor, the government 
has little effective leverage in influencing his policies. The principal 
sanction available to the government, termination of the contract, is so 
drastic that it can be used only in extreme circumstances. Termination 
would mean a complete breakdown in the programme until a new con- 
tractor or the government could take over operation of the enterprise. 
It is evident that new techniques need to be developed for supervising 
this type of contract. 

39. Another problem relates to personnel policies. Contractor per- 
sonnel are generally compensated at a higher rate than direct govern- 
mental employees engaged in comparable activities. The government is 
sometimes placed in a position where it cannot successfully compete 
with its own contractors for scarce skills. 

40. Experience with operating contracts is still too limited to reach 
any definitive judgments. But it is obvious that more study needs to be 
given to the advantages, disadvantages, and appropriate uses of this 
device, which is usually chosen with a definite purpose and as a tempo- 
rary solution. 

Conclusion 

41. Forms of governmental organisation vary from country to country 
and constitutional and historical factors often introduce special organ- 
izational features which are not exportable. It cannot be said that any 
one form of organisation is best for administration of public enterprises 
in all countries and under all circumstances. Ail factors need to be 
weighed in selecting the form of organisation for a particular enter- 
prise, including the nature of the programme, operating and financial 
requirements, the impact on the national economy, types of operations, 
the political climate of opinion and the availability of competent per- 
sonnel. 

42. While the public corporation has demonstrable advantages over the 
traditional governmental form or organisation for the administration 
of a public enterprise, it should not be employed indiscriminately. De- 
spite the fact that the corporation is wholly unsuited to the normal types 
of government operations, it has sometimes been employed for this 
purpose merely to avoid irksome restrictions. 


CHAPTER n 


ORGANIZATIONAL RELATIONSHIPS AND CONTROLS 

I 

Purpose and Nature of Controls Relating to Public Entej^prises 

1 . As with any other government programme, the relationship of a 
public enterprise to existing departments and ministries, the Legis- 
lature, the Cabinet or, if there is one, the Chief Executive should be 
defined in such a way as to focus responsibility, facilitate coordination 
with related programmes, and ensure consistency in over-all policy. 
Specifically, toe responsible political officials must possess adequate 
means reasonably to ensure that (i) policy directives are implemented; 

(ii) operations and policies of public enterprises are consistent with 
and in furtherance of basic objectives established by the government; 

(iii) public enterprises and non-business programmes operating within 
toe same area of subject matter and having the same major purpose 
are effectively coordinated; (iv) operations are conducted with maximum 
efficiency and economy and in accordance with law; and (v) sufficient 
information is provided to enable appropriate authorities and the public 
to appraise the effectiveness of operations. 

2. While management on the lines of a governmental department is 
still widely employed within the ECAFE region and in other parts of 
toe world, it has shown serious weaknesses when utilized for the ad- 
ministration of industrial or trading enterprises. As indicated in toe 
previous chapter, many countries in the region have found that the pub- 
lic corporation, in one or other of its many forms, provides the most 
satisfactory vehicle for management of state- controlled enterprises. 

3. Organizational relationships will be reflected in toe location and 
nature of controls over public enterprises. The substance of control is 
generally found in (i) toe law, charter or other document establishing 
the public enterprise; (ii) toe relationships to existing departments and 
ministries; (iii) the extent and nature of ministerial control; (iv) the 
method of appointing and removing toe governing board and executive 
officials; (v) the budget; (vi) the audit; (vii) annual reports; (viii) re- 
lationships to the legislature, and (ix) ownership. Another phase of con- 
trol over public enterprises is toe regulation of prices and wages, in 
which representatives of consumers and trade unions may play an im- 
portant part. These controls are discussed below in terms of experience 
with public corporations and similar bodies. 

4. This chapter does not deal with enterprises which are organized and 
controlled in the same way as toe regular governmental departments 
and agencies. 
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Establishment of Public Enterprise 

The single most critical control point is the law^ decree^ or other 
basic authority providing for the creation of a public enterprise. This 
is likely to determine in large measure all other organizational re- 
lationships. Generally, a public enterprises is established by a sepa- 
rate law setting forth in detail the name, legal status, duration, pro- 
gramme, general and specific powers, form of management, ministerial 
authority and method of financing the enterprise, or by a general pub- 
lic corporation law. In a number of instances, however, enterprises 
have been created either by executive decree, sometimes pursuant to 
authority conferred by general incorporation laws applicable to private 
enterprise, or by existing public enterprises utilizing the broad powers 
conferred upon them by law. Enterprises may also be acquired from 
private owners either by Government purchase or seizure. New cor- 
porations may or may not be established by the Government to take 
over such enterprises. 

6. Public enterprises have been established by all the above methods 
in the ECAFE region. There is an increasing tendency towards the use 
of public corporations functioning under a special statute; for example, 
the Damodar Valley Corporation in India, the Union of Burma Airways 
Board, and other boards in Burma, based on the prototype of the British 
public corporations; the Gal Oya Development Board of Ceylon, the 
Pakistan Industrial Development Corporation, the National Development 
Company of the Philippines, and the Japanese National Railways. Ex- 
tensive use is also made of joint stock companies, chartered in ac- 
cordance with the Companies Acts of the various countries. Among the 
enterprises organized on this basis are Sindri Fertilizers and Chemicals 
Ltd. in India, and the Thair Rice Company. Enterprises such as the 
Cebu Portland Cement Company in the Philippines have been taken over 
from private companies. 

7. The most interesting parallel outside the region is that of the United 
States, where prior to 1945, Congress, instead of creating public cor- 
porations by its own legislative act, frequently authorized executive of- 
ficials to create corporations dealing with some broad area of national 
interest. A number of public corporations were thus chartered by ex- 
ecutive action under the general Incorporation laws of the several states. 
This practice gave rise to a number of serious problems. The most 
important objection was that executive officials were able to utilize 
this device to enlarge greatly their statutory authority and operations 
without legislative review and approval. Another difficulty was that 
general Incorporation laws prescribe forms of organizations, financing 
and supervision not particularly well adapted to a public institution. 
For these and other reasons the United States Congress enacted a law 
in 1945 prohibiting the establishment or acquisition of corporations by 
the government, except by, or pursuant to, an act of Congress. 

8. The practice of constituting state-owned enterprises under the 
Companies Act has also been criticized in India. The Indian Government 
has, therefore, decided either to initiate legislation authorizing the 
setting up of a public corporation for running governmental enterprises, 
or alternatively to introduce in the Company Law Amendment Bill a 
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separate chapter dealing with the companies owned, either wholly or 
predominantly, by the state. 

9. The holding company arrangement is also quite common. One pub- 
lic corporation may organize and finance a number of subsidiary enter- 
prises. The Siimerbank and the Etibank in Turkey, for example, have on 
their own initiative organized a large number of diverse enterprises. 
The Puerto Rico Industrial Development Company created and financed 
subsidiary corporations for the manufacture of glass, cement, pulp and 
paper products, shoes and leather, and clay products; and the Chilean 
Development Corporation has operated in similar fashion. The Philippines 
National Development Company and the Pakistan Industrial Development 
Corporation have also organized and financed subsidiary enterprises. 
While the holding company arrangement is useful under some circum- 
stances, it may well result in an illogical grouping of unrelated ac- 
tivities. The complexities of intercorporate organization and financing 
are often a source of confusion and make it difficult to untangle an in- 
dividual enterprise from the web of its parent organization. Probably 
the most important criticism is that the parent corporation is not or- 
dinarily in a position to determine what new enterprises will best pro- 
mote the interests of the national economy. Such decisions should be 
made by the appropriate central authorities in terms of total govern- 
ment objectives. 

10. The United States, Canada, Turkey and the Philippines have enacted 
general statutes, or issued executive orders, applicable to public enter- 
prises. The Government Corporation Control Act in the United States 
limits the method of establishing enterprises and provides for budget, 
audit and other financial controls. The law for State Economic Enter- 
prises in Turkey provides for an annual review of State enterprises by 
the General Economic Commission, annual audit inspection by the Prime 
Minister’s High Control Board, and prescribes the types of organization 
for these activities. In the Philippines an executive order prescribes 
the form of organization and control for public enterprises. 

11. Creation of public enterprises by special legislative act appears 
to be clearly preferable to alternative devices. It ' is the only method 
which provides for advance review and approval by the legislature and 
executive of the objectives and scope of the undertaking, and a clear 
definition of legal status, obligations, powers and organizational re- 
lationships. It is important that the act itself should clearly prescribe 
the relationship between the undertaking and the rest of the governmental 
structure, and the powers, if any, of ministers or government depart- 
ments to enter into the day-to-day operations of the enterprise, 

12. The principle is now generally accepted that, so far as possible, 
governmental activities^ should be organized according to major purpose, 
or some other appropriate criteria,, in a minimum number of major 
departments and agencies. Experience has demonstrated that this form 
of organization is best calculated to reduce the task of the ministers or 
of the chief executive to manageable proportions and to accomplish 
coordination of related programmes at a level below that of a ministerial 
cabinet or' of the chief executive. Unfortunately, the term Mepartmentali- 
zation" throughout most of the world connotes not only an organizational' 
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grouping^ but also compliance with all of the rules and regulations 
generally applicable to government funds, expenditures, accounting, 
civil service staffing practice, and so on. For this' reason, public enter- 
prises have oft^n been made independent of the established agencies 
and departments. 

13. On the other hand the proliferation of autonomous corporations 
and agencies can serve to weaken the central government structure. 
The situation in Colombia, which has no less than thirty- seven semi- 
official agencies and corporations, is by no means unusual in Latin 
America. These semi-official bodies conduct some of the most im- 
portant government programmes in the fields of agriculture, resource 
development, transportation, and communications. Yet they are outside 
the jurisdiction of the ministers who have titular responsibility for 
these areas of activity. With the draining; of major government pro- 
grammes into autonomous corporations, the ministries in some of 
these countries have become hollow shells. Under such circumstances 
public corporations in these countries threaten almost to become an 
irresponsible fourth branch of government. 

14. A number of solutions to the organizational problems of public enter- 
prises have been attempted. Current practice in the United Kingdom and 
Canada is to make public enterprises subject to the direction of the minis- 
ter concerned with the functional area in which the corporation is oper- 
ating. Thus the Minister of Transport in the United Kingdom is respon- 
sible for the Transport Commission and, since the fusion of the Ministries 
of Transport and Civil Aviation for the British Overseas Airways Cor- 
poration and the British European Airways Corporation. Except in the 
Philippines, similar relationships between responsible ministers and pub- 
lic enterprise have been established in most countries of the ECAFE 
region. This arrangement has the virtue of grouping enterprises by major 
purpose without subjecting them to traditional governmental controls. The 
device of the responsible minister is also used in Colombia, but the minis- 
ter does little more than speak for the enterprise in the legislature. 

15. At one time Puerto Rico followed the practice of "attaching” or 
"annexing” enterprises to departments. Since the ”annexed” enterprise 
was in most instances wholly independent, this device confused lines 
of responsibility without producing compensating benefits. Puerto Rico 
has recently consolidated the key enterprises, such as the Industrial 
Development Company and the Transportation Authority, into an Economic 
Development Administration which coordinates the commonwealth's vari- 
ous programmes in the industrial field. 

16. Various devices have been tried in the Philippines on behalf of the 
President and Congress to secure coordination among twenty public 
corporations. Since 1950 most of the public corporations have been 
placed under an Administrator of Economic Coordination, who is ap- 
pointed by the President and is a member of the Cabinet with the rank 
of a head of department. The Philippine experience is not readily ap- 
plicable to other countries of the ECAFE region because it suits a 
presideiitial rather than a parliamentary form of government. More- 
over the coordinating Administrator is placed in the difficult position 
of attempting to direct other departmental heads and to coordinate 
numerous and diverse types of activity which have little in common, 
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except for the fact that they are organized as public corporations. Group- 
ing of activities by major purpose seems a preferable method of co- 
ordinating the general programme, whether administered by corpora- 
tions or government departments, below the level of the President. 

17. Turkey has attempted to achieve coordination through the device of 
a General Economic Commission, consisting of the Prime Minister, 
Ministers of Finance, Economy and Commerce, Exploitations and Agri- 
culture, representatives of the General Assembly and the State enter- 
prises. The Commission annually reviews the programmes and per- 
formance of all enterprises, in which the Government owns more than 
fifty per cent of the stock, except the monopolies and transportation and 
communications agencies. The Commission has in practice proved to 
be unwieldy and has been unable to establish effective policy control. 

18. There is a growing awareness that the mere fact of corporate ex- 
istence in no way reduces the need for a logical and consistent grouping 
of governmental activities, both of a business and a non-business nature. 
Safeguards must be taken to preserve operating and financial flexibility. 
Also the place of the enterprise in the government structure should be 
determined by the same criteria applicable to other governmental agen- 
cies. This does not imply that all enterprises must be treated alike. As 
the circumstances warrant, enterprises may be created wholly outside 
the structure of government departments, placed under the direction of 
ministers, or integrated within departments. 

II 

Financial Controls 

19. Although there is need for adequate coordination and control of pub- 
lic enterprises in commercial and industrial fields, these enterprises 
have certain freedoms from traditional governmental financial practices 
and controls. An important corollary of this proposition is that the nature 
and degree of freedom requisite to an enterprise depends directly upon 
the nature of normal controls over the finances of regular governmental 
agencies. Generally speaking, the more flexibility is permitted the 
latter, the less differentiated treatment is required by the former. But 
an essential distinction still remains. It rests upon the distinction made 
many years ago by Adam Smith between the government acting in the 
role of a trader as distinguished from the government in its role as 
sovereign. The main operational impact of this distinction is in the field 
of finance. 

20. Principal elements in this freedom include: 

(i) freedom from the annual appropriation process, at the very 
least for operating expenses; 

(ii) freedom to receive and retain operating revenues; 

(iii) freedom to apply operating revenues to operating expenses; 

(iv) freedom from general governmental restrictions, particularly 
■ in the field of expenditures; 

(v) freedom from normal governmental appropriation accounting; 

(vi) freedom from normal governmental audit of operations; 

(vii) freedom from central purchasing and contracting requirements. 
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21. Other related freedoms which are often sought include freedom' to' 

borrow money^ to hire and fire, to pay salaries at the discretion of the 
enterprise, to control its own long-term planning, and so on. In organi- 
zational terms, arrangements of this character may give the enterprise 
complete or relative freedom' (i) from the executive function of govern- 
ment; (ii) from the financial and budget departments of government; 
(iii) from the government’s personnel and planning agencies; (iv) from 
its accounting and auditing agencies; and even (v) from the legislature 
itself. , 

22. The freedoms indicated above are particularly essential in govern- 
ments which operate with very detailed budgets, or depend entirely on 
one-year appropriations; which have detailed pre-audits of accounts or 
require that ail governmental receipts should be deposited in a central 
Treasury; which have low-paid personnel of inadequate quality, and so 
forth. But freedom also has its costs, and some of these are particu- 
larly dear in countries undertaking an economic improvement programme 
depending on their own resources. When these resources are acutely 
scarce, it is most important that each element is utilized to its maximum. 
Ail governmental programmes should be carefully co-ordinated with 
one another, so that there should be a central programme to which 
governmental agencies conform. 

23. The balance between financial freedom of enterprises and central 
control is a delicate one, and few countries could claim a permanent 
solution. The bad features of extreme examples are obvious: the enter- 
prise which operates wholly within the normal government procedures 
is subject to all t 5 rpes of controls and inhibitions whereas the ’’autono- 
mous” corporation, uncontrolled by and unresponsive to executive or* 
legislature may carry out programmes inconsistent with and sometimes 
antagonistic to those of the government to which they are nominally at- 
tached, and waste money and resources. 

24. Economic planning in an under-developed country requires mechan- 
isms for fitting the pieces together if it is to be effective. The pro- 
grammes in the various fields of agricultural credit, industrial credit, 
transportation, river valley development, must be related, one to another ; 
and to the over-ail economic programme of the national government. J 
Up to now the requirement of freedom and independent initiative seems 
to have been the dominant factor in under-developed countries. ”Autono- 
my” is the general rule, rather than effective central control. It seems 
that the trend for the near future in under-developed countries is further 
in this direction of freedom and autonomy. If so, it is very likely to lead 
to some unfortunate consequences. As new and important governmental 
programmes are conducted by autonomous bodies, the established gov- 
ernment departments will inevitably lose vitality and may even become 
”holiow shells”.! The limited numbers of capable governmental 
administrators will be diverted to the corporations which can offer 
better salaries and a more hospitable climate for initiative and ingenuity. 


!■ A tendency already noted by Harold Seidman, in "The Theory of the Autonomous 
Government Corporation: A Critical Appraisal", Public Administration Review, 
XII, p. 96. 
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As the obsolete central governmental machinery continues to operate in 
its antiquated fashion, undemocratic concentrations of power will be 
built up in the public corporations. Public funds will be used for public 
purposes without being subject to public control, and real political 
responsibility will be lessened. 


in 

Ministerial Control 

25. Ministerial control over a public enterprise may be established 
through one or other, or a combination of the following devices: (i) 
issue of general policy directions; (ii) issue of specific directions; 

(iii) approval or veto of specified categories of actions and policies; 

(iv) participation in management as a member of the governing board, 
and (v) appointment of governing board and managers of an enterprise. 
The basic underlying principle is to retain for the minister some re- 
sponsibility for, or direction of, policy, whilst leaving the adminis- 
tration of the enterprise to the organization itself. 

26. In establishing recent public corporations, the United Kingdom has 
provided for a much greater degree of ministerial control than was 
applied to similar pre-war institutions. While a minister is expected 
not to interfere in the day-to-day operations of an enterprise, he is 
often given the power to issue directions of a general character as to 
the exercise and performance by the corporations of their functions 
in relation to matters which appear to him to affect the national in- 
terest, and the corporation is required to obey such directions. The 
United States has also followed the practice of giving department heads 
a general authority to ” supervise and direct” corporations and enter- 
prises under their jurisdiction. France, on the other hand, has con- 
sistently rejected the concept of broad ministerial control and limited 
ministerial authority to certain basic policies, including the fixing of 
prices for goods and services sold by the public enterprise. 

27. In some European countries the nature of governmental control is 
specific. Decrees under the French Coal Nationalization Act of 1946 
for example, require government approval of the following matters 
relating to the Charbonnages de France: (i) delegation of powers to the 
director-general; (ii) programmes of new works, production and working 
plans for the coal mines; (hi) accounts and annual reports; (iv) con- 
ditions of employment; and (v) research. Thus in some respects, central 
governmental intervention in the affairs of an enterprise is more far- 
reaching in France than in the United Kingdom; nevertheless ministers 
in the United Kingdom possess authority to veto or approve specific 
actions, such as programmes calling for a large capital outlay, pen- 
sions, education, training, research, the form of accounts, and with 
Treasury approval, issue of new stock. 

28. Developments within the ECAFE region do not substantially differ 
from those in' other parts of the world. The principle of ministerial 
control '.over public enterprises is accepted in almost all countries, in 
the ECAFE region and the present stage in ' the development of these 
countries makes it essential that such enterprises should be coordinated 
into national economic programmes at the ministerial level. 
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29. Differences of opinion exist, however, in the nature and extent of 
such control. Should a minister, for example, be limited to issuing 
general directives ■ to the public enterprise on matters related to na- 
tional policy, or should he have authority to issue specific directives? 
In Burma in many .instances the board’s decision must be approved by 
the responsible minister and, where financiai matters are involved, by 
the Minister of Finance. With some boards, whose affairs are of great 
economic consequence to the country ministerial control is very strict, 
but with other boards engaged mainly in technical activities, ministerial 
intervention occurs less frequently. Under the bill now before the Par- 
liament, the Minister of Industries in Ceylon would have the right to 
issue both general and specific directives to public enterprises. The 
Damodar Valley Authority in India is subject to general policy direction 
by the Cabinet. In the various Asian countries ministerial control has 
frequently been weaker over companies chartered under the Companies 
Acts than over public corporations, and the main trend has been towards 
greater rather than less ministerial intervention in day-to-day affairs 
of public enterprises. As a rule these enterprises function more suc- 
cessfully when ministerial control is confined to matters of general 
policy. 

30. Since public enterprises are usually financed outside the regular 
budget, the government must possess satisfactory means of bringing 
borrowings and the issue of stock and revenue bonds by such enter- 
prises into balance with its over-all financial plan. As already men- 
tioned Treasury approval is required in the United Kingdom for the 
issue of stock, and also for the creation and management of reserve 
funds, the redemption of stock and disposal of surplus revenue. The 
General Economic Commission in Turkey annually reviews financiai 
plans of the public enterprises- Since 1945 public enterprises es- 
tablished in the United States are limited to selling their notes and 
obligations to the Treasury; the Secretary of the Treasury must also 
approve depositories of corporate funds and the purchase of Govern- 
ment obligations in excess of $100,000. Similar procedures are generally 
followed in countries of the ECAFE region. 

31. Perhaps the most common method of obtaining some ministerial 
control is to make the minister an ex-officio member, or chairman, of 
the governing board of a public enterprise. While this arrangement has 
a superficial appeal, it is subject to a number of serious weaknesses. 
The necessity of attending numerous board meetings may impose an 
unduly onerous burden on ministers who are likely to have far more 
important responsibilities. It was found in Colombia, for example, that 
ministers were directors of as many as six enterprises and frequently 
had to attend twelve board meetings within a single week. Furthermore, 
if a minister serves as a director, he may well be placed in the equivo- 
cal position of being made a party to actions which he will subsequently 
have to review in his supervisory capacity, or of dealing with fellow 
board members whose appointment and dismissal are within his au- 
thority. Furthermore, if chairman, he will be subject to detailed ques- 
tioning in Parliament concerning day-to-day operations of the enter- 
prise. 
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32. While for these reasons it is generally considered undesirable for 
a minister to serve as chairman or member of a boards special cir- 
cumstances may require deviation from this principle. For example, 
Burma has found that inclusion of ministers on boards has tended to 
accelerate rather than retard the conduct of operations. 

33. The actual membership of the board has some importance in this 
connection. It is desirable that the chairmanship should, if possible, 
be a whole-time appointment so that the chairman may become per- 
sonally identified with the undertaking, and he should not be overshad- 
owed by the minister. The members of the board should not be too 
numerous for effective decision, nor should they represent special 
interests or their advice will become less objective and so less val- 
uable. 

Board Members and Executive Officials 

34. Even in the absence of other statutory authorities, the power to 
appoint and remove members of the governing board, the administrator 
or managing director of a public enterprise may be sufficient to es- 
tablish effective ministerial control. When a minister has the right 
to appoint and dismiss, he need not rely on written orders and direc- 
tions to make subordinates comply with his policies. Conversely, if 
the governing board is created in such a way as to eliminate or limit 
the minister ''s powers of appointment, express authority to issue policy 
directives may be of little avail. 

35. In most countries of the ECAFE region, appointment of a board 
of directors has been the function of the government, exercised by the 
minister, under whose department the activity fails. Generally the 
government nominates official members of the board even though in a 
few instances outstanding and experienced men, with no official posi- 
tion, have been appointed, as in India. In Thailand and in the Philippines, 
the Board of Directors is almost entirely composed of government of- 
ficials, nominated by the government. In Burma, unlike the United King- 
dom and most other countries, Members of Parliament are also mem- 
bers of the boards of the public enterprises. This seems to confuse the 
executive and legislative functions of government, and may bring the 
deliberations of the board into the realm of politics. 

36. In Australia the first attempt to separate public enterprises from 
politics was made over seventy years ago, and although this policy has 
been successful at Commonwealth level, there is still a tendency for 
state governments to interfere in the management of public corpora- 
tions. 

37. In the United Kingdom, the United States and many other countries, 
governing boards are appointed either by the responsible minister or 
department head, or the Chief Executive. British ministers are some- 
times also given the power to enlarge or reduce board membership. In 
Canada, boards are generally appointed by the Cabinet upon the recom- 
mendation of the responsilie minister. The Council of Ministers in 
Turkey appoints the boards of the major public enterprises. Ordinarily, 
the principal executives of the enterprise, such as the managing director 
and treasurer, are appointed by the boards in these countries. It should 
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be noted that the trend in the United States is toward use of single ad- 
ministrators, appointed by the President or department head, for manage- 
ment of public enterprises, so that the boards are being increasingly 
confined to advisory functions. 

38 In France public enterprises are administered by boards whose 
members 4re nominated by the three interests represented thereon: 
government departments, employees and consumers' organizations. The 
chairman of the board is appointed by the appropriate minister from 
among its members. This tripartite arrangement has tended to make 
directors partisans of particular interests with the result that boards 
are unable to provide unity of purpose, energetic administration and 
coherent policies. The weaknesses of this type of board are in part 
counterbalanced in France by giving to the minister, not the board, 
the right to appoint the Director-General of the enterprise. On the 
other hand if the Director-General is thus appointed, he may turn his 
loyalties to the minister rather than to the board. 

39. A slightly different pattern has emerged in Colombia. Interlocking 
directorates are common with one public enterprise being represented 
on the board of another. Directors are also appointed to represent various 
private organizations such as the Chamber of Commerce, the cattle 
industry, the Farmers' association, the Engineering society, and so on. 
The President of the Republic appoints directors of fourteen enterprises, 
but only in three cases does he name more than two directors and in 
six he appoints only one. A majority of the board of some of the most 
important enterprises are named by private groups which can be held 
accountable to neither the government nor the people. Selection of direc- 
tors by private groups is also common in other countries where ex- 
tensive use is made of mixed-ownership corporations. Vesting of gov- 
ernmental authority in private hands is often a reflection of a basic 
lack of confidence in the government. 

Financial Reports 

40. Although financial reports are an instrument of control, they should 
be distinguished from financial control as such. A national government 
may and should establish a reporting pattern without becoming involved 
in the details of budgeting and accounting. Enterprises in most cases 
should maintain their accounts in accordance with traditional commercial 
practice, with balance sheets, income and expense accounts, accrual 
and cost accounts, depreciation accounting, and so on. Summaries of 
past operations, together with projections for the future, should be made 
available to a central agency (bucket bureau of central planning or 
statistical office) as a part of a comprehensive pattern for the reporting 
of financial activities of the entire government. To plan what a govern- 
ment should do in development and stabilization, it is necessary that 
it should know what it has done and is now doing. i To be meaningful 


i The specific measures of aggregate governmental activity which are needed for 
governmental policy formulation purposes, together with an examination of the 
techniques of integrating public undertakings with the other sectors of govern - 
ment set forth in United Nations, Budgetary Structure and Glassification of 
Government Accounts . New York. 1951. pp. 3-21. See also J.R. Hicks, The Prob- 
lem of Budgetary Reform. Oxford. 1948. 
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for over-ail planning purposes, such financial reports should be re- 
lated to, and accompanied by, reports on performance and work ac- 
complished. In other words, they should make possible the assessment 
of tlie effectiveness of the activity of an enterprise not only in terms of 
money but also in terms of results and costs. And such reports should 
be synchronized on a periodic basis with other reports of the government 
concerned to make possible their analysis in terms of the totality of 
government operations. Finally, they should be made available not alone 
to the executive agencies of the government concerned but also to the 
legislative bodies and, ultimately, to the public, 

41, The production of a financial report necessarily involves a most 
important instrument of control, namely an effective post-audit of the 
financial operations of a public undertaking. Such an audit may be con- 
ducted by a private, accredited firm or by the central accounting agency 
of the government, provided, in both cases, that the reports are made to 
competent authorities in the governmental structure. In most under- 
developed countries, it would be a mistake to attempt to assure ac- 
countability by means of the pattern of accounting controls applicable to 
regular governmental agencies, especially those administered through a 
pre-audit of government expenditures. 2 

IV 

Relationships to the Legislature 

42, Public enterprises are commonly required to submit an annual 
report to the legislature, and sometimes to the executive, covering 
operations for the previous fiscal year. Such reports are of very great 
importance since they offer regular opportunities for the government, 
the legislature, the public, and incidentally for the board or other con- 
trolling organ of the enterprise, to take stock of its operations. They 
may be very elaborate or bare financial statements. The scope and 
content of the report is ordinarily determined by the management of 
the enterprise, and whilst over- elaboration of statistical data is "Un- 
necessary, a full and comprehensive statement, giving significant com- 
parison with previous year’s operations is very desirable. Annual re- 
ports frequently provide an occasion for general debate in the United 
Kingdom Parliament; whilst this affords an excellent opportunity for 
broad discussion, detailed criticism is likely to be of limited useful- 
ness since the debate takes place a year or more after the events cov- 
ered in the reports. While the annual report is often a valuable device 
for informing Parliament and the public, it is not a satisfactory sub- 
stitute for a system of reports disclosing significant information about 
current operations and an independent audit, both of which are normal 
instruments of management. 

43, Under the parliamentary system of government, ministers are in 
turn responsible to the Parliament, and it is to the Parliament that we 
must look for ultimate control over public enterprises. Public cor- 
porations in the United Kingdom, according to Herbert Morrison, ”are 


2 In fact, in some countries, it would appear that autonomous corporations were 
created primarily for purposes of avoiding the over-control inherent in pre-audit 
by the central financial control. 


accountable to Parliament through ministers on matters for which 
ministers are themselves responsible.” In practice, Parliament has 
neither the time- nor the technical competence to supervise effectively 
public enterprises and must rely on the ministers to establish neces- 
sary public control. Parliamentary control is exercised principally by 
means of - questions directed to the responsible ministers, general de- 
bates, and studies and reports of select committees. 

44. Probably the most effective technique is the question time. While 
the ” management” of British and Canadian public corporations is not 
considered an appropriate subject for parliamentary inquiry, answers 
must be given concerning matters of policy. Questions on public cor- 
porations are, therefore, more restricted than those about regular 
government departments. The term ” management” has been, however, 
subject to a number of diverse definitions and interpretations. One 
minister, for example, answered questions about dirty coal, while an- 
other refused on the grounds that such questions related to day-to-day 
management. 

45. Within the ECAFE region parliamentary enquiries are much more 
likely to deal with the day-to-day operations of public enterprises than 
in either the United Kingdom or Canada. There is considerable appre- 
hension in such countries as India, that the managers of public enter- 
prises, unless brought under close parliamentary scrutiny, might become 
independent of the elected representatives of the people and develop 
into a powerful managerial class. 

46. In the United Kingdom, Parliament also provides control through the 
scrutiny of its standing committees and its power to appoint select com- 
mittees to investigate and report. Public enterprises, like the old de- 
partments, come under the jurisdiction of the Committee on Public 
Accounts. This Committee is gravely handicapped in dealing with public 
enterprises because it cannot utilize the Comptroller and Auditor General 
and his staff and has no other means to audit these activities. Its control 
has thus proved to be more potential than real. 

47. The relationship of public enterprises to the United States Congress 
does not differ significantly from that of other departments and agencies. 
The Congress enacts the law creating the public enterprise, reviews and 
approves its annual budget programme, and conducts special studies and 
investigations. Directors of the principal public enterprises are subject 
to Senate confirmation. Investigations may be conducted either by special 
or standing committees. One of the standing committees of the House 
of Representatives has adopted the procedure of holding hearings on the 
annual audit reports submitted by the Controller General. These hearings 
have been generally constructive and have led to needed reforms in 
conduct of the enterprises. A number of enterprises have also been the 
subject of extended and searching investigations by the Congress, A 
congressional investigation, for example, brought about the complete 
reorganization of the Reconstruction Finance Corporation and the replace- 
ment of its board of directors by a single administrator. 

V 

Profits and Losses 

48. it is in the relationship between the Legislature and public enter- 
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prises that most attention is given to profits and losses, since most 
legislative bodies have ultimate control of the finances of the government. 

49. The profits or losses ot public enterprises involve two separate 
questions: (i) should there be a deliberate policy of rate fixing or pricing 
to obtain either profits or losses? and (ii), How should involuntary pro- 
fits or losses be handled? 

50. The first question rests basically upon a judgement as to the extent 
to which the objectives of good business management are col our ed with 
larger social and economic purposes. If we assume that no such larger 
objectives are superimposed, the guiding principle is a simple one: 
the enterprise should make neither a loss nor profit after meeting all 
capital charges. This requirement of covering costs - neither more 
nor less - is to prevent over or under expansion of the industry in which 
the enterprise is operating. It is a necessity for the most efficient use 
of a community’s resources. 

51. But rarely are public undertakings completely independent of other 
aspects of public policy. Governments earn profits in some enterprises 
because certain monopolistic elements make it possible. Such profits 
become governmental revenue, entirely comparable to taxes. In fact, 
this may be the reason for the enterprise, as in the cases of the tobacco 
monopoly in Thailand and the rice export monopolies of Burma and 
Thailand. Likewise, the posts and telegraphs in India are operated with 
a rates policy intended to supply large profits to swell the public treasury. 

52. A conscious program of incurring governmental losses may be 
exercised in the pursuit of public policy. Such losses are an outright 
administrative measure to provide subsidies. India and Ceylon, for 
example, used to incur losses in their distribution of imported food 
grains to prevent food prices from rising; and the jute and cotton boards 
in Pakistan purchased these fibres at prices higher than those in the 
world market. Utilities are frequently operated at a loss to provide 
subsidies to consumers. 

53. Where such profits or losses are part of public policy, they should 
be credited to government revenue periodically, or charged to the gov- 
ernment budget, which is subject to approval by the legislature. An- 
ticipated profits should not normally be available for expenditure at the 
will of management. The decisions on public policy ( as to whether and 
to what extent an enterprise is to operate on a profit, loss, or cost 
basis) should thus be taken to an executive and legislative level rather 
than being made by internal management. 

54. As to the unintended profits and losses, the treatment may depend 
upon various, circumstances. If the undertaking is earning profits which 
are not intended as taxation, then the right course would be to eiiminate 
them by reducing' the price of the service. Similarly, if no subsidies are 
intended, prices to the consumers should be raised to the cost level in 
the event of continuing losses. Windfall losses of any size normally re- 
quire a current appropriation as part of the re^ar budget, and 'they 
should be so handled through the executive and legislature. In this case, 
as in other, matters affecting finances of public enterprises, every effort 
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should be made to ensure that decisions are not made unilaterally" by 
the enterprise j but "muitiiaterally" in the light of other aspects of the 
government’s economic programme. 

55. Public enterprises producing goods and services whose prices are 
determined by the world market should be managed on similar lines to 
private concerns; profits would normally benefit the only stockhoiderj 
namely the government. If they operate more or less continuously at a 
loss but are kept in operation for special reasons (employment, foreign 
exchange, and so on), the cost will have to be borne by the general budget. 
This will provide a receiving opportunity to compare the cost with the 
advantages aimed at. 

56. There is an additional element which may enter into the profit and 
loss picture of the enterprise, namely social costs which are incurred 
outside the actual operation of the business for such purposes as health 
or housing. These are real costs if they are incurred to increase ef- 
ficiency or productivity or as a subsidy on wages, but are not real costs 
when entered into as a special charge resulting from governmental owner- 
ship and policy. 

VI 

Mixed Ownership 

57. The problem of organizational relationships is greatly complicated 
when ownership of public enterprises is shared with private individuals 
or groups. Mixed- ownership enterprises tend to demand all of the pri- 
vileges of governmental status while refusing to accept any of the obli- 
gations. Use of mixed- ownership enterprises creates a "twilight zone" 
in the national economy which is neither governmental nor private. 

58. Following the pattern of the private joint-stock company, private 
shareholders in a mixed- ownership enterprise are generally accorded 
the right directly to name representatives on the governing board. The 
number of directors named by private interests is sometimes entirely 
disproportionate to the percen^ge of their investment in the enterprise. 
The result is often to give to private interest groups undue influence in 
making decisions as to the disposition and use of public funds, and poli- 
cies which are properly of national concern. 

59. A mixed- owner ship corporation may provide a useful device for pro- 
moting the development of a new industry pending eventual private owner- 
ship. In some cases, however, the enterprise has been purchased by 
private shareholders out of profits made from investment of interest- 
free funds furnished by the government. The United Kingdom, Canada, 
and the United States have found it preferable to encourage the develop- 
ment of new industries by subsidies, loans, or other incentives rather 
than by joint ownership. The present trend in the ECAFE region, how- 
ever, is to make increasing use of mixed- ownership enterprises, but 
this is related in some degree to the need for foreign capital or foreign 
technical help, a need which will gradually disappear with development 
of local skill. 

60. As a permanent arrangement, the mixed- ownership enterprise appears 
to afford few tangible advantages. The government need not rely on private 
investors for equity capital. Access to private money markets is possible 
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through sale of revenue bonds without sharing ownership. A public enter- 
prise is designed to accomplish a public purpose, and profits, if any, are 
incidental to this. The object of private enterprise is to earn a profit 
for the proprietors. A mixed enterprise is likely to accomplish neither 
of these objectives very well. 

61. Where mixed- ownership enterprises are prevalent, thO' trend is 
toward increased control of specific matters with a consequent loss in 
flexibility. The government may appoint the senior executive of the enter- 
prise, and give him power to control wages, prices and similar matters, 
subject to direction from the minister concerned or other responsible 
representative of the government. Such direct controls are necessary be- 
cause the peculiar composition of the governing boards of mixed enter- 
prises tends to make them unresponsive to policy direction by higher 
authority, 

62. Cambodia has a unique problem of dredging the Mekong River. The 
creation of a Port Authority is impracticable owing to the unusual length 
of the navigational channel, and this difficulty may require an operating 
contract rather than any form of public ownership. 

Conclusion 

63. Experience in many countries has demonstrated that it is possible to 
establish organizational relationships which assure public accountability 
without impairing the flexibility necessary for the effective conduct of a 
public enterprise. The choice is not merely between the equally un- 
satisfactory alternatives of treating public enterprises as if they were 
either private commercial companies or traditional government activ- 
ities, New types of relationships and controls have been developed 
which reflect the peculiar operating and financial requirements of com- 
mercial and industrial undertakings. While these new types of relation- 
ships and controls were designed in terms of the special conditions with- 
in a given country, they do provide useful guides for approaching the 
problem of public accountability. In the final analysis, however, each 
country must seek a solution compatible with its own government struc- 
ture and local needs. 
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CHAPTER HI 


PROBLEMS OF PERSONNEL MANAGEMENT 
I 


The Background to Current Persomiel Problems 

L In the development of new industries and public enterprises the so- 
lution to the , basic technical problems are the same throughout the worlds 
because the results of scientific research and industrial development are 
freely available. Peculiarities of terrain or climate may demand special 
solutions^ but with modern technology material problems are seldom 
insuperable. The relative degree of general industrialization is^ of courses 
an important factor in the speed of progress, and availability of raw 
materials may influence choice of a particular process or location of 
an industry. . 

2. In the recruitment of staff to operate public utilities and manufac- 
turing industries, the situation in Asia is far different from that in 
Europe, North America or Australia. The plant or factory itself may 
be entirely novel;' it may be situated in an area with no readily available 
supply of labour, or housing for the workers. There may be no inherited 
tradition of skill, no ready familiarity with mechanical appliances, no 
idea of standards of output or productivity and no appreciation of the 
exacting standards of mass production or even of occupational hazards. 
The educational system of the country may not meet the needs of an in- 
duMrial society; there may be problems of cultural adaptation, and it 
may be desirable consciously to preserve some semblance of the ag- 
Ticultural community life from which recruits to industry have been 
drawn. In early stages of , industrial development, deficiency of skilled 
personnel in the new enterprises can hardly be made good by recruit- 
ment from others, and even if a few outstanding individuals are avail- 
able to form the nucleus of a directing staff, or can be borrowed for a 
time from other countries, there will be a dearth of intermediate mana- 
gers and supervisors able to carry out policy and train operative workers. 
The specialized skills of the accountant, the draftsman, the typist, the 
designer, the production and the maintenance engineer are likely to be 
in very short supply. 

3, The director of , personnel thus has no easy task, and in framing 
proposals for a recruitment or a training policy, he must consider cer- 
tain fundamental issues. He cannot hope immediately to obtain a high' 
standard of skilled operation: should he therefore base his outlook on a 
lower standard, with its implications of inf erior , workmanship, and of 
extra numbers to , make good a slower rate of production? He has not 
the support of' the right kind of general' education; should he attempt to 
make good this deficiency within his own enterprise, or should he urge 
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a modification or improvement of the country's educational system? He 
will find it very difficult to recruit senior staff; should he ask for for e- 
bearance in accepting a lower standard for the time being, perhaps for 
a decade, or should he propose an ambitious and probably expensive pro- 
gramme of overseas scholarships and visiting foreign technicians? What 
will be the underlying philosophy behind the career prospects which he 
offers to potential higher managers when they are recruited? What are 
his intentions in relating the need for promotion within the organization 
to the need for drawing on senior recruits with useful experience else- 
where ? 

4. It may even be that other considerations also affect personnel poli- 
cy. A government may wish to develop public works and enterprises as 
palliatives to unemployment; or an industry may at first have to be run 
uneconomicaily to avoid depending on other countries for processing a 
particular natural product which is in abundant supply; or a public enter- 
prise may be undertaken for the sake of important seconclary benefits, 
such as the opening up of a particular backward area. 

Recruitment of Personnel 

5, In the recruitment of operative and clerical staff, the quality avail- 
able necessarily dictates policy. Good location of industry may help to 
secure a better type of recruit, but with some industries this is im- 
practicable. In electrical generation, for example, the location may be 
dictated geographically whilst a transport undertaking may have to 
operate and therefore, in greater or less degree, to recruit everywhere, 
l^en an undertaking must be located in a remote area where direct 
local recruitment is virtually impossible, adequate housing for the work- 
ers and elementary medical and educational facilities, may have to be 
provided. 

6, For a time the available supply of recruits may be below the standard 
which must ultimately become normal, and so the situation must be kept 
fluid in order that less satisfactory workers can be discarded wheli a 
higher standard of skill and aptitude is developed. Good selection and an 
effective system of probation are therefore unusaliy important. It may 
even be necessary in the early stages to offer special inducements to 
stimulate recruitment, but these should be avoided as far as possible; 
if they are consolidated into normal conditions of service they continue 
to increase operating costs after their usefulness has disappeared. 

7. A new enterprise is likely to be entirely dependent on its own re- 
sources for supervisors and for the middle grades of management. Its 
primary problems in this respect are therefore selection and training. 
The selection of an indifferent supervisor will react unfavourably both 
on the immediate working group and beyond it, and poor supervising 
staff do not make good recruits for the all-important Junior ranks of 
management. In the infancy of the organization it will be extremely dif- 
ficult to find the necessary skills and aptitudes for supervising respon- 
sibility amongst workers with whom the novelty of industrial occupation 
has not 'yet worn off. In the early stages, therefore, a promotion policy 
must be' worked out by trial, with ample margin for rectifying errors. 
The possibility of introducing outsiders, even foreigners, with long or 
short contracts, should be explored; but the eventual aim should always 
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be a scheme of advancement within the organization to give adequate en- 
couragement to good workers: it will become an added incentive to re- 
cruitment to the basic grade * and a means of persuading individuals to 
remain with the organization for a long period. 

8. At the most senior levels, problems of recruitment are difficult 
out of all proportion to the small numbers of such appointments. Three 
types of personnel are principally concerned, a directing group, for 
which administrative aptitude is required, senior management, which 
needs to be familiar with the technology of the enterprise as well as able 
to organize its operations, and senior technical staff whose professional 
advice is decisive in the success of the organization. 

9. This senior staff is nowhere easy to find; in the country new to in- 
dustrial development it is nearly impossible. There is a general lack of 
experience even amongst the better- educated members of the community; 
the civil service already has its own overwhelming problems and lacks 
experience of working with industry. It is difficult to find men with the 
necessary experience, technical knowledge and ability to fill a con- 
stantly increasing number of senior posts. The qualifications are some- 
what numerous; leadership, financial experience, good judgment, or- 
ganizing ability, technical knowledge, competence in the management of 
personnel and in dealing with conference and delegations; in the less 
developed country willingness to make bold innovation and something of 
the pioneering spirit are also particularly necessary. The man with all 
round capability of this character is hard to find and the only solution 
therefore is to select the best available candidate with the highest com- 
bination of these qualities. 

10. There is often a temptation to place a premium on technical com- 
petence; indeed in the short run the technical man with adequate other 
qualifications may prove to be the best choice since in the early days of 
a public enterprise the most pressing needs are usually the technical 
onei. In a small enterprise, whose principal problems are in the field 
of production, a man with technical experience may prove to be the most 
suitable. Nevertheless overall competence is essential for a senior ex- 
ecutive and the search for possible candidates should cover as wide a 
field as possible. A senior civil servant with good general training and 
ability may prove to be a good manager, even if at first he lacks a knowl- 
edge of industrial technology; a man with other admirable qualities may 
fail through inexperience of finance or through lack of human under- 
standing. 

11. Interchange of senior personnel between one corporation and another 
and between the public service and public corporations, has already 
proved successful both in the countries of the ECAFE region and else- 
where. This is especially true of managerial appointments with more 
general executive responsibility; for immediate shortages of senior 
technical officers there may be no alternative to the introduction of 
foreign technicians, but this policy must be supplemented by an ener- 
getic local development of higher educational facilities, since in the 
long run a public enterprise must supply its directing skills from within 
its own country.: , 
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12, Where higher competence' is in short supply it may be necessary to 
establish a central personnel agency, responsible to the government and 
controlling disposal of the available manpower to best advantage between 
public service and public corporations. Such an innovation would con- 
trol skilled personnel by a rationing scheme, a process already familiar 
where supplies of an important raw material are inadequate. In this way 
fair distribution would be ensured and no one enterprise would secure 
preferential treatment. 

13. A further useful step in this process is the management inven- 
tory. The proposed central personnel agency, having determined the 
number and allocation of the senior posts necessary for the effective 
functioning of government and private enterprise, should ensure that 
they are filled by the best available candidates, distributed as may 
be most suitable in the general interest. A schedule should then be 
prepared of likely dates of foreseeable vacancies, and opportunities 
should be given to promising men now in more junior positions, so 
that they may have the necessary experience and training to be avail- 
able for promotion when the time comes. In this way the next generation 
will have time to become better qualified than their predecessors, who 
may have had to face the acute difficulties inherent in an initial period 
of rapid development. 


II 


Training 

14. During the past fifty years the need for more thoroughly organized 
and improved methods of training has increased, primarily as a result 
of technological development. The organization of industry has become 
more complex; research and development have placed in the hands of 
the industrialist refined and more complicated processes. At the same 
time mass methods of production have led to greater concentration and 
size of industrial units; a narrowing margin between rising costs of 
production and selling prices, low enough to maintain the large con- 
sumer demand necessary to make mass production profitable, has made 
economical organization and careful evaluation of cost exacting require- 
ments of success. 

15. Thus management is more highly specialized; the subsidiary skills 
of the efficiency engineer, the cost accountant, the research staff, as- 
sume greater and greater importance and although the operative worker 
may have a relatively simple task, the criteria of accurate and success- 
ful operation are nevertheless exacting. To support this more complex 
organization, specialized clerical skills have been developed and a 
wide and varied system of communications has become necessary. At 
each stage in the organization there is thus ever-increasing complexity, 
and careful training is necessary to fit the individual worker to his 
task. In the less-developed countries every effort should be made to 
retard the growth of an unduly complicated organization. Where ad- 
ministrative and managerial staff is not readily available, possibilities 
for the simplification of the organizational structure and its methods 
should be constantly and carefully studied. 
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16. In the initial stages of any public enterprises training costs are 
necessarily heavy, and the question arises whether the organization 
should meet its entire training costs out of current expenditure. If the 
cost of training at this stage is out of all proportion to what it will be 
once the enterprise has settled down, It appears reasonable for at least 
some of the extra expense to be subsidized by the government, either 
directly or by training given by universities, technical colleges or cen- 
tral training establishments supported by the government. There seems 
to be no reason for training costs to be debited to capital expenses, 
except where a genuine capital cost such as erection of a building or the 
purchase of permanent equipment is incurred. 

Methods of Training 

17. Although training methods vary, there are basically three systems 
of instruction. In the training of unskilled workers the newcomer can be 
shown what to do, and with a few hours practice will do it reasonably 
well. For skilled workers there are two methods of approach: either the 
individual is allowed, under skilled guidance, to undertake gradually the 
task which he is intended to perform, or he is given tuition under ar- 
tificial conditions at a training centre. Individual instruction is based 
on apprenticeship; the training centre method applies the technique of 
the lecture room to vocational instruction, 

18. Any training calls for some measure of organization. Standards of 
performance must be prescribed for unskilled as for skilled workers; 
recruits who do not reach these standards within a reasonable time 
should be dismissed; full-time instructors may be required, or if the 
normal supervisory staff gives the training, each member of it must be 
aware of his responsibilities. Moreover there is a close relationship 
between training and recruitment; new workers must be available in the 
right numbers and at the right time. 

19., In the more developed industrial countries the general educational 
system contributes to industrial training, technical and trade schools 
are available before the youth enters industry, and continue to supple- 
ment his training on a part-time basis. Vocational certificates of knowl- 
edge and craftmanship, secured by examination, are an asset to advance- 
ment and proof of the possession of specialized knowledge. This voca- 
tional training is of particular importance in the development of good 
supervision, 

20. The less advanced country lacks these educational facilities; it is 
unfamiliar with the technique of apprenticeship in large-scale industry; 
it has no ready supply of workers with inherited aptitudes, and it has 
yet to gain experience in training methods. It must therefore assess 
priorities amongst these requirements. The creation of improved edu- 
cational facilities may take too long to be of immediate help, but an 
early beginning must be made because of the time needed for their de- 
velopment. There may already be some experience of apprenticeship in 
small-scale industry; but again there may not be time enough for in- 
dustrial apprenticeship to become quickly effective. The overwheiming 
demand for skilled labour in a measurable future may make it essen- 
tial to develop large-scale training projects which aim at a short period 
of instruction for the individual. 
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Supervisory Skills 

21. The supervisor is at one and the same time the organizer^ the mana- 
ger and the instructor of his working group. Where the operating staff 
is relatively inexperienced, supervision becomes even more important. 
Complex and skilled jobs may have to be broken down, to adapt them to 
the' capabilities of the available workers. This increases the need for 
effective co-ordination between individual employees, which in turn in- 
creases the tasks of the supervising staff. 

22. In training of supervisors, time is important. The small, well es- 
tablished organization in a society which affords good opportunities for 
vocational education can allow its future supervisors to mature under 
careful guidance over a long period. The large, and the rapidly expanding 
concern must adopt methods designed to achieve quicker results. Amongst 
the most highly organized schemes of this character is the one known as 
Training Within Industry developed in the United States and in Europe 
during the last fifteen years. 

23. Training Within Industry concentrates on three phases of super- 
vision: the need to instruct (Job Instruction), the need to handle staff 
effectively (Job Relations) and the need to organize (Job Methods), For 
each a course has been devised lasting five half-days based on a stan- 
dard manual. The method of instruction is by discussion, and with the 
relatively short time available, the course deals only with primary es- 
sentials. The most important feature of Training Within Industry is that 
it offers a general programme, irrespective of the individual industry. 

24. The original scheme has been amplified and modified in various 
countries. For example, in Belgium, Training Within Industry has become 
part of the wider activities of the Committee for the Orientation and 
Training of Key Personnel in the National Economy ( Comiti pour Torien- 
tation et la formation des cadres de r^conomie ). In addition to the three 
TWI programmes, the courses organized by the Committee include in- 
dustrial hygiene, elementary psychology, work study, Belgian social and 
economic problems, labour legislation, accident prevention, report writ- 
ing, and elements of leadership and management. Similar developments 
have taken place in France. 

25. The ILO is developing Training Within Industry in many parts of 

the world. 

Office Processes 

26. Training in office skills has in recent years assumed greater im- 
portance in countries with extensive commercial and business activities 
because large office organizations, made possible by the invention of 
business machinery and by systematization of office processes, have 
made office work as specialized as factory work, with a consequent need; 
for training at every phase of it. ■ 

27. Excessive specialization and mechanization do, of course, carry 
with them the' danger that routine operations may tend to discourage the 
really intelligent workers and may even become a barrier to their ad:-' 
vancement. ■ Thus improvement in performance should be soughtj wher- 
ever pessibie, by better general education and by better training ■ within: 
the office. Training' in the particular skills of the typist and shorthan'd 
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writer have usually become part of normal commercial education, but 
its importance has not always been fully recognized in less developed 
countries. 

Mmtagemeizt 

28. Training for management is the most controversial of all phases of 
training; so far its problems have found the fewest satisfactory solu- 
tions, Successful management demands more than innate organizing abil- 
ity and occupational skill. Modern Industrial processes require an in- 
telligent understanding of scientific discovery; modern commercial or- 
ganization demands a knowledge of economics, finance and accounting; 
and the scale of modern operations imposes an entirely new approach to 
personnel management. There are no easy ways of meeting these re- 
quirements, which call for general education as well as technical knowl- 
edge. Success at the top level of management may depend to a large de- 
gree on the selection of the right individuals to intermediate posts, where 
they will secure the training and experience necessary to undertake the 
highest responsibilities a few years later. 

29. It is clearly valuable to arrange for controlling officers in a newly 
developing enterprise to visit a more advanced industrial society in the 
hope that they will return with a sufficient technical knowledge to per- 
form functions of management successfully, but they must make an ef- 
fort to assess how far conditions at home differ from those abroad. In 
personnel management in particular, national habits of thought and so- 
cial customs are frequently the dominating factors. 

30 In the under -developed country unconventional methods may be nec- 
cessary in management training. Apprenticeship for a year or two in 
a medium- sized enterprise in a developed industrial country may be 
more useful than an academic course in industrial or business adminis- 
tration. This assumes that industrial organizations abroad would be 
willing to offer facilities. There has been a good response in most Euro- 
pean countries to requests from the Educational Association for the Ex- 
change of Students for Technical Experience to place foreign university 
engineering students, and it is to be hoped that an international arrange- 
ment of the kind suggested, which would involve somewhat more mature 
students, would meet with an equally friendly reception, 

31. A new enterprise has to develop habits of management which are 
taken for granted in a more mature environment, A new organization 
may fail to secure an adequately high standard of management, because 
the managers themselves are not entrusted with sufficient powers of in- 
dividual initiative and decision. Where there is a general lack of ex- 
perience, aevolution of authority may not be easy but management cannot 
function effectively unless effective responsibility is entrusted to in- 
dividual managers. Equally, when there is a general unfamiliarity with 
the problems of management, it may be necessary to adapt the func- 
tions assigned to particular individuals to their capabilities, outlook and 
ambitions. 

32. The T'ge of students is an important factor in education for manage- 
ment. Some preparation is necessary at a relatively early stage; the 
future manager must understand the technical background to his work 
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and learn to appreciate the role and importance of such related matters 
as organization and methods, the preparation of a balance sheet, cost 
accounting, auditing, maintenance, distribution, transportation and the 
elements of personnel management. The best use of this knowledge and 
the development of sound judgment can only come with experience, and 
in a sense the manager's training is a continuing process over a rel- 
atively long period of active work, even if it may begin with a course of 
formal instruction. At a later stage an opportunity to take stock of his 
own ideas and experience in discussion with colleagues and fellow mana- 
gers is useful and stimulating. 

33. In France a number of technical schools, Ecole des Mines, Ecole 
des Fonts et Chaussdes, Ecole des Postes, Tdl6graphes et Tdl^phones, 
Institut National Agronomique, Institut National de la Statistique, Ecole 
Nationale d' Agriculture, Ecole Nationals des Forets, Ecole Polytech- 
nique, Ecole Nationale d' Administration, play an important part in the 
early education of future administrative, directing and managerial staff. 
In the United Kingdom a management training centre which has proved 
extremely successful is the Administrative Staff College which selects 
its pupils around the age of forty, at the time when they are just about 
to take up senior positions; its method of work is almost entirely devoid 
of formal instruction or of academic study. The students learn by the 
study, in selected groups, of a series of problems which call for the 
full range of their ability, and great emphasis is given to the value of 
their practical experience. 

34. In some countries the university plays an important role in training 
of this character. At Manila the University of the Philippines has al- 
ready developed courses in public administration and has assisted the 
government with schemes of in-service training. A library of specialised 
literature on the subject is also being built up. 

35. There are many reasons why the training programme of any or- 
ganization ought to be self-supporting as far as possible, particularly 
because it is so intimately linked with the general policy of personnel 
management, but at the same time every department or corporation 
should be ready to accept help and guidance from a central training 
agency, if one exists. In some countries such an agency may be directly 
sponsored by the government, but in others (as in Manila) the university 
with its greater experience of educational methods and techniques may 
be in a better position to foster training schemes both in public enter- 
prise and in the public service. 

36. It is generally agreed that the university can prepare students be- 
fore they take up industrial or government appointments, but many uni- 
versities do not attempt to pursue this kind of training at a later stage. 
Nevertheless there are instances when universities assist with manage- 
ment training programmes. In the United States there is a close re- 
lationship between the universities and industry, and in the United King- 
dom three universities are offering post-graduate courses in personnel 
management, whilst a number of technical colleges are conducting less 
advanced management courses. 
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37. Where innovations in public enterprises are being made on a large 
scale^ training for management faces two serious difficulties: the students 
are likely to be of an age beyond that of any university experience and 
their training cannot be on the normal academic lines. Thus an institute 
of training in management cannot readily be associated with a university. 

38. A proposal for an International Institute of Management was made in 
the Report of the ECAFE/ILO/UNESCO Inter -Secretariat Working Party 
on Trained Personnel to the Committee on Industry and Trade issued on 
4 November 1953, (E/CN.ll I and T/95). 

39. A regional centre might in the short run be created more quickly 
than several national centres; but in the long run, since a characteristic 
pattern of public corporations is likely to be evolved in each country, 
a ■ national centre might achieve better success in its own field. More- 
over, it is arguable whether the managerial staff of public enterprises 
should be trained in isolation, or together with colleagues in government 
departments and private enterprises. 

Educatioml Problems of the Less Developed Countries 

40. In every country the educational system has grown up to meet the 
demands of the social, industrial, economic and political situation. In 
Western Europe this has taken place in a society where change has been 
relatively gradual since the early years of the nineteenth century. The 
pace of scientific development has quickened; there have been decisive 
changes in world markets as well as important developments in political 
thought, and the general political and social climate has been influenced 
by the two world wars. Nevertheless, in these countries there has been 
opportunity for continuous evolution and an educational system has been 
developed which provides highly trained specialists, directing staff with 
managerial aptitudes, supervisors and operatives at various grades of 
skill and aptitude. With a more rapid expansion of the whole economy and 
under the influence of large-scale immigration, an educational system 
has been evolved in the United States which differs from that of Western 
Europe, particularly in its greater emphasis on technology, and speciali- 
zation but nevertheless based on demands of an industrial society broadly 
similar in character. 

41. At the higher levels of administration and management the tendency 
in France, and more particularly in the United Kingdom, is to place 
emphasis on broad intellectual background, whereas in the United States 
more attention is given to specialist knowledge and to specific training 
in management skills. The British solution tends to greater versatility, 
which is important where this kind of highly skilled manpower is not 
available in such abundance as in North America. 

42. The country which is new to industrial development is usually back- 
ward in its development of general education even if it has a good edu- 
cational tradition on a restricted scale. In development of school and 
university facilities, it therefore has other pressing needs besides those 
of industry and commerce. In particular it is almost certain to be pre- 
occupied with the development of elementary education on a widespread 
scale. The school- leaving age may therefore still be low because the 
building of schools and the training of teachers has not yet caught up 
with the needs of primary education. 
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43. The school- leaving age inevitably becomes the age at which young 
persons seek employment, and whilst juvenile labour, if not exploited, 
is not necessarily a social evil, it is not desirable in an industrial so- 
ciety. Therefore, if the school- leaving age is low, the large-scale enter- 
prise, looking for workers, must recruit amongst people who have al- 
ready had some other employment^ unless it is prepared to bridge the 
gap between leaving school and the age of fully effective adult occupa- 
tion by some enlightened scheme of Juvenile employment associated with 
part-time continued education. Either way it has to meet a training prob- 
lem with very little direct support from the general educational system. 

44. At the intermediate and higher ranges in the industrial system the 
problem becomes more acute. For general supervision and Junior mange- 
ment good general education is an important asset. Outstanding indivi- 
duals have won their way to eminence In spite of severe educational 
handicaps, but these are the exceptions. Many countries provide facilities 
for part-time and further education to meet the needs of those who for 
some reason have missed the normal opportunities for school and uni- 
versity. Thus at the middle levels of industry there has over the years 
been a steady improvement in the general educational standard in west- 
ern countries. It is now not unusual for a foreman to hold a university 
degree in the United States, or equivalent technical certificates in the 
United Kingdom. In a less developed country there may be no ready 
means of providing the necessary educational background for intermediate 
grades, and the organization itself may have to develop training facilities 
until the time comes when the deficiency is remedied by general edu- 
cational progress. 

45. The new industrial society also lacks the senior technical adviser 
of long experience. Even if the ability required for senior management 
is not so very different as between one industry or corporation and an- 
other, it is the marriage between administration and technical ability 
in the controlling group which is of decisive importance. 
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Conditions of Employment 

46. In discussing training we have not so far dealt with another most 
important factor in recruitment: conditions of employment offered both 
to recruits, and to more senior members of the organization. In all 
government service, there is a tendency to look for career prospects 
rather than to seek employment on a short-term basis. This is no less 
important with government corporations than with civil service depart- 
ments, because both tend to develop working knowledge and skill which 
cannot readily find a market elsewhere for the government has a monop- 
oly of that type of employment. On the other hand, within government 
employment, the various departments and corporations must not be 
allowed to rob one another if staff of the required calibre is in short 
supply. 

47, The terms of employment most obvious to the new recruit, are those 
which are material and immediate, such as rates of pay, holidays, 'or 
sick pay. Not less important are those which are material, and pro- 
spectiye, such as retirement pension or promotion prospects. There are 
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also rewards of public service which are intangible, such as prestige, 
social standing, and, in some countries, titles or honours which are of 
particular importance in attracting men to posts of senior responsibility. 
Working conditions and general amenities may also be important in at- 
tracting workers, but in a less developed country the choice may only be 
between agriculture and the public enterprise, not between one industrial 
career and another. 

External and Internal Relativities 

48. In determining the conditions of employment in a particular public 
enterprise, regard must be paid to the conditions offered by other em- 
ployers, public and private, who are competing for the type of labour 
required. The internal wage and salary structure of the organization 
as a whole and the respective responsibilities of the various employees 
are also important in drawing up a wage policy. Thus, an accountant has 
to be paid in such a way that he will be attracted to the enterprise, and 
at the same time his rate of pay should be commensurated internally with 
his authority and responsibility by comparison with those of engineers, 
lawyers, purchasing officers, and so on. 

Basic Precautions 

49. Conditions of service must be suitable to secure an adequate field 
of candidates. In addition, tliey must be sufficient to dissuade trained 
and experienced staff from leaving to go to other industries, give ap- 
propriate social status to each class of employee, and discourage dis- 
honesty by adequate remuneration. In any case, members of the lowest 
grades must live above bare subsistence levels. 

50. In a western country a public enterprise is faced with alternatives. 
If the skill or labour required is plentiful, then it can follow the rates 
paid by other enterprises. If, however, the skill or labour required tends 
to be scarce, higher rates must be offered to attract enough candidates. 
In a less developed country the problem may be entirely different. Agri- 
cultiire may be the only competitor, and its wages so low that a very 
modest basic rate of pay will be sufficient to attract industrial labour. 
Thus the difference between the lowest and the highest rate of pay in a 
public corporation may be considerably more than the difference in a 
western country. 

51. In western Europe some public industries such as the railways and 
other transport services have become known as ” sheltered" because their 
staff requirements do not fluctuate with changing economic conditions and 
the varying demands for their goods or services. In a period of depres- 
sion, these industries are attractive because they offer permanent and 
stable employment. In consequence, their wage rates can be rather lower 
than those for other types of industries - "fluctuating industries" - where 
conditions of employment are more insecure because economic conditions 
affect them more immediately. In conditions of full employment, if these 
"fluctuating industries" can afford to pay higher rates of pay than those 
generally ruling they enjoy a positive advantage over "sheltered" indus- 
tries.: 
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IV. 


Wage Fixiiig 

52. ■ In establishing a new industry it is first necessary to ascertain the 
rates paid for comparable work or work of similar skill or responsibility 
by other employers, to offer similar rates to prospective employees, 
and then to adjust them in the light of experience. The adjustment may 
not be on a simple, competitive basis; the relativities between one kind 
of employment and another may be influenced by social ideas; or there 
may be some over-riding concept of a basic living wage, or of equivalent 
pay for work regarded as equivalent. Questions also arise whether women 
should be paid at the same rates as men and whether some kind of family 
allowance is to be included in wages, or dealt with through taxation or 
social legislation. 

53. There is also the problem of relativities between wage scales in 
public corporations and in direct government service. As far as possible 
public enterprises should pay their employees at rates comparable with 
those paid by government departments, except where the latter offer 
salary scales seriously below the general standard of comparable em- 
ployment in the country. In the early stages of their development, it may 
be necessary to give slightly better treatment in the public enterprises in 
order to attract personnel into this new field of employment. On the other 
hand employees on public enterprises which earn profits should have no 
advantages in wages or other terms of employment over their colleagues 
in similar organizations less favourably situated. 

54. Unless precautions are taken, wage adjustments in governmental 
enterprises may become involved in political discussion. 

55. In France and Sweden, for example, it is assumed that the powers 
of parliament and the government would be curtailed if they delegated 
the responsibility for fixing wages and other conditions of service. |n 
Sweden a system of joint consultation has been evolved for the civil serv- 
ice. It resembles normal industrial procedure but leaves the final de- 
cision to the government. In France, final decisions are taken by votes 
in the parliament. The dependence of public enterprises on the Budget 
has not only brought wage demands of workers in public enterprises into 
politics, but has made them one of the issues on which governments have 
fallen. Moreover, strikes of employees in public enterprises are common 
in France and this can lead to an extremely dangerous situation because 
every such strike, whatever its nature and extent, is a strike against the 
government. 

56. In Great Britain, by contrast, wage agreements are made through 
negotiation between the state as employer, represented by the officials 
of the public enterprise, and the organization’s employees, represented 
through their trade unions. This was not an innovation following nationali- 
zation, but was based on the general experience of the civil service and 
industry over the past century. It depends for its success on the exist- 
ence of representative and responsible trade unions, on a desire on the 
part of both management and labour to reach agreements, and on a 
willingness to compromise, if necessary. In recent years there has been 
a general tendency to orovide independent arbitrators acceptable to 
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both sides, in case the management and trade unions fail to agree. This 
helps to keep labour stoppages to a minimum. 

The place of Trade Unimis 

57. In all countries in which industries have been developed, employees 
have felt it necessary to combine and to act collectively to protect and 
further their interests. Managements of new public enterprises are faced 
with the problem of whether or not to encourage this. In Western Europe 
and Australia this development is now generally regarded as convenient 
to management; especially in large-scale industries, as well as giving 
satisfaction to the employees themselves. For that reason, trade unions 
have not only been officially recognized in public enterprises, but the 
workers have to some degree been encouraged by the managements to 
Join their appropriate unions. 

58. Trade Unions are necessarily primarily interested in wage- fixing and 
in conditions of employment, and a constructive approach to these pro- 
blems tends to develop settled conditions in the industry. Arbitration in 
wage disputes is impossible without responsible organized representation 
of the employees, both in seeking a decision and in its subsequent en- 
forcement. 

59. Management may influence but it cannot direct the way in which 
unions develop. A serious problem arises when a number of small unions 
emerge; it becomes difficult for one union to act responsibly if it has 
to be continuously alive to the competition of others which seek to at- 
tract membership by out-bidding it in demands made on the employers. 
There may even be a danger that in the early stages of a new industry 
the differences that divide employees will seem more important than 
their common aims, and management should pay careful regard to prob- 
lems of this sort. 

The Political Implications of Wage Rates 

60*. The publicly-owned enterprises are usually so important to the 
economy of the country, and may employ such a large number of workers 
that their rates of pay become inevitably an important economic issue. 
Thus, in the United Kingdom, despite the elaborate machinery constructed 
to keep settlement of wages out of politics, there have been one or two 
occasions on which the pay of coal miners and railwaymen has come 
before the government and when they were, in fact, settled through the 
intervention of a minister. Intervention of this character may become 
necessary because a breakdown of negotiations and a suspension of serv- 
ices could not be accepted by a responsible government. 

The Effect of Wage Rates on Charges and Subsidies 

61, When considering claims for increased pay, the management of a 
public enterprise must consider the resulting effect on the prices of its 
goods or services. The management may thus find itself influenced not 
only by the merits of the claim, but also by the economic effects of 
meeting it. This problem arises particularly with railways, where traf- 
fic is already limited by relatively high fares so that any increased cost 
from higher wages may result in a decline in receipts. 
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The Relationship of Trade Unions to Political Parties 
62, In a free society a trade union is a voluntary institution which claims 
the right to freedom within the law. Some trade unions are formed from 
people professing certain political ideologies. Trade unions of this 
character cannot restrict themselves to purely industrial activities, so 
that when the political party to which the trade union movement is af- 
filiated comes to power, there is a special relationship between trade 
unions and government. There is inevitably a danger that this may be 
used to further sectional interests, irrespective of general public in- 
terest and that of the particular public enterprise concerned. 
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CHAPTER IV 


MANAGERIAL POLICY AND INTERNAL RELATIONSHIPS 

I 

1. ’^Man is still the greatest miracle and the greatest problem on this 
earth." This universal truth applies not only to a broad view of mankind- 
political, economic, psychological, or spiritual. It is equally significant 
for management of a productive enterprise. 

2. The success of an administrative undertaking depends ultimately on 
the capacity, the integrity, and the motivation of people. Industrialists and 
statesmen in many parts of the world are observing more and more the 
success of a type of management which centres its interest primarily on 
the human beings through which it operates rather than on the things - 
materials, facilities, money - which, however essential, are controlled 
by those human beings. The motivations which are behind human conduct 
in any society, are decisive factors in the development of the managerial 
element in that society, and the character of management thus varies 
from society to society and from country to country. Management itself 
can be explained and evaluated in terms of its effect on human motivation 
and productivity. We can satisfactorily examine in this light the various 
alternatives of functional sub-division, decision-making, communication, 
delegation, control, and other aspects of management policy. 

3. This is based on the theory that good human relations are not an 
isolated feature of management but are a quality and attitude woven 
throughout the entire fabric of administration. 

Limitations of this Analysis 

4. The statements made in this chapter will vary in appropriateness 
according to the nature of the enterprise, its size, its geographical dis- 
persion, the training and skill of its personnel, its homogeneity of func- 
tion, and the cultural characteristics of the country. We can only hope to 
outline general principles, derived from research and from experience, 
which with necessary adaptations, seem most useful in public industrial 
undertakings. 

5. While the managerial aspect of administration may seem to be some- 
what indeterminate by comparison with others, such as the structural, 
financial, and commercial, it is nonetheless vital to the success of an 
operation. In fact, the public character of the industrial enterprises under 
discussion makes the human managerial problem all the more important, 
because not only the productivity but the public relations and the attitude 
to customers on the part of employees depend heavily on their responsi- 
bility, their interest, and their motivation. 
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The Will to Work 

6. In any organization, and in any culture, the worker must satisfy cer- 
tain basic emotional needs in order to be productive and attain what is 
often called ^job satisfaction”. In the early stages of economic develop- 
ment a spirit of adventure, pride in the achievements of newly won 
national independence, personal sacrifice for the good of the community, 
or even a sense of power derived from material achievement, may be the 
dominant factor in building up this sense of satisfaction, in a more com- 
plex society the worker looks for a sense of security, derived from reg- 
ular wages, from regular employment and a feeling that his work is 
thereby adequately valued; for a sense of success - the feeling that he is 
making progress, that he is producing something worthwhile and ac- 
ceptable and is thus making adequate use of his skill and ability; and a 
sense of being accepted as a member of the group and of receiving rec- 
ognition not just for achievement but for his personal worth and signifi- 
cance. 

7. Recent social science research in advanced industrial countries 
shows that the will to work, is best stimulated in an environment of that 
character by a process of direction by consent, an approach to leadership 
in conformity with democratic political traditions. Scientific measures of 
productivity in industrial enterprises in various countries show that the 
highest productivity is usually secured when the worker sees his objec- 
tives clearly and is convinced that they are desirable; accepts the idea 
that he can achieve these objectives cooperatively; has some choice in 
the methods used, and is able to see and participate in the final results 
of the work. 

Key Organization Problems 

8. The first area in which we can profitably explore the effects of this 
humanistic concept of management, as opposed to the mechanistic ap- 
proach, is in matters of organizational arrangement and sub-division of 
labour. Perhaps a few organizational problems will serve as illustra- 
tions. 


9. The first problem is that of flexibility. One of the advantages of 
separate corporate entities for public enterprises is that internal organi- 
zation and management policies can be left to the inventiveness and 
adaptation of the individual management of each organization. Freed from 
the restrictions of central bureaucratic controls, the Tennessee Valley 
Authority developed one of the most highly motivated and efficient work 
forces in modern times by experiment and by borrowing what seemed 
best in the whole range of comparable governmental experience. That 
this latitude bred success is consistent with the idea that responsible 
human beings with a definite goal can achieve considerable success 
when provided with certain guide-lines and when trusted to work out the 
method for themselves. Even where there are two enterprises of the 
same type under common governmental authority, there is an advantage 
in substantial autonomy for each, modified only by general policy guides 
and clear-cut accountability for results. 
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10. Next in importance is the problem of size. Public enterprises in the 
less developed countries are probably smaller in size on the average 
than those in more advanced industrial communities. Normally this 
should give them an advantage. A small enterprise can remain closer to 
its human problems. Greater versatility of staff is required, with re- 
sultant greater informality and flexibility in operation. It is much easier 
to stimulate employee pride, to reach the wellsprings of cooperation and 
teamwork. The smaller the unit the less excuse has management for poor 
communication - the mire in which the will to work is so often bogged. 

11. A third problem is clarity of objectives. The need for clear under- 
standing by the worker of the direction in which he is working, of how 
his work fits in with other operations, and of the reasons why it is es- 
sential, is a cardinal principle of motivation. A sense of achievement and 
security can hardly be obtained without it. This applies both to the in- 
dividual worker and to groups of workers. 

12. Devices discussed elsewhere in this chapter help clarify the aims 
of the work, such as written policy statements, in the preparation of 
which employees have an opportunity to participate or submit ideas; 
orientation and refresher training; employee bulletins, staff meetings, 
and other means of employee communication; as well as clear definition 
of responsibility, not necessarily showing every detail of how the work 
is to be performed but explaining what purpose is to be served by each 
organizational unit and the extent to which it will be held accountable. 

13. Another problem is that of functional sub-division and the conse- 
quent dangers of overspecialization. No hard and fast rules are de- 
sirable for the pattern of functional sub-division within an organization. 
Although governed largely by logic, functional differences, space, ma- 
chinery, or other mechanistic considerations, the major breakdowns in 
work must also be influenced by the skill, training, and versatility of 
the employees and of the key supervisory personnel available. It is very 
doubtful whether the high degree of specialization found in some highly 
developed industrial and governmental units should be duplicated else- 
where. Division of work into narrow segments creates too much separa- 
tism, hinders cooperative teamwork, and discourages the liberal shifting 
of personnel to meet changing workloads, thereby hampering the training 
and broadening of the experience needed to build up the full potentialities 
of a working group. The smaller an organization, the greater the dangers 
of overspeciaiization. 

14. A much discussed organizational problem is the span of control. 
Attempts have been made to deduce a mathematical formula to determine 
the number of immediate subordinates or the number of subsidiary func- 
tions which can be controlled by a single executive or senior supervising 
officer. The problem is not capable of a general solution because so much 
depends on the variety of functions involved. For example, a managing 
director responsible for coordinating the work of a group which includes 
more than one technical specialist may find it impossible to deal with 
more than a small group of heads of departments. On the other hand in 
a departmental store in the United States actual experiments proved that 
the manager could successfully deal with a large number of departmental 
supervisors, in one instance as many as thirty by encouraging them to 
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deal with much of their work under delegated authority, so that the mat- 
ters which they brought to him, though important, were sufficiently few 
in number for his personal attention. 

15. If it is impracticable to give the senior a wide span of control, it 
becomes necessary to introduce one or more intervening layers of 
supervision, providing him with a number of assistants, each of whom 
in turn coordinates the work of a group of supervisors in the next layer 
below. When this type of organization becomes necessary, the choice of 
functions which go direct to the chief executive becomes important. In 
addition to the main productive activity or the main service given by the 
enterprise, he should, for example, give some personal attention to such 
important problems as budget or personnel, and the hierarchy must be 
so arranged that these matters come within his immediate direction. 
The opposite arrangement, whereby a large group of supervisors report 
direct to a manager in charge gives great scope for their individual in- 
itiative since the manager has little opportunity to .give any one of them 
a great deal of his time. This situation makes careful selection of super- 
visors extremely important, and it also tends to produce men of initiative 
who subsequently make good candidates for higher management-. 

16. In any type of organization the critical element is of course the capa- 
city and skill of the supervisors. Devolution of authority has a consider- 
able value; often personal capacity is not discovered until it is given an 
opportunity. 

17. When the organization is nation-wide and is not centred in a single 
factory or plant, individual management is out of the question. Indeed a 
controlling group cannot give more than general supervision. In Turkey, 
for example, a country with considerable similarity to those of the 
ECAFE region, the headquarters of the Highway Department had to be 
divided into four major functions; planning, design, construction and 
maintenance, with auxiliary technical departments dealing with research, 
supplies and traffic operation, and common service departments respon- 
sible for finance, and accounts, legal work, personnel management and 
records. The executive work of construction, which could not be con- 
centrated at Ankara, has been divided between nine regions, each under 
the control of a field engineer with wide delegated powers; and there is 
a further delegation to the provincial authorities of executive responsi- 
bility for local roads. 

18. The auxiliary staff services are of considerable importance in the 
smooth running of headquarters and are broadly of two types: 

(i) Operations which run horizontally throughout the organization 
and require central leadership and direction, such as personnel 
practices, public information, legal interpretation, budgeting and 
financial control, provision of supplies or materials, maintenance 
of buildings and equipment, and the like; 

(ii) Services in the immediate office of the principal executive de- 
signed to conserve his time - reducing by preliminary discussion 
the number of complexity of issues that' must be put before him; 
clarifying misunderstandings where possible; explaining the ex- 
ecutive's decisions where these must be repeated to various 
groups; collecting information, digesting reports and data, to 
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facilitate executive decision; drafting decisions or policies for 
executive review; screening visitors and correspondence, shifting' 
as many matters as possible to other parts of the organization. 

19. The need in large organizations for special auxiliary units concerned 
with the managerial services of personnel, public information, legal 
analysis, budget and finance, purchasing, and housekeeping has long been 
recognized. In organizations of less than 1000 employees these can often 
be combined into one or two units. They not only serve and advise the 
executive; they can act for him where he delegates authority. 

20. The second category of auxiliary services, which can best be pro- 
vided through personal staff assistants and secretarial staff, is equally 
vital to allow the executive to devote his time to general policy. 

n 

Decision-making: A Process of Communication and Delegation 

21. Much of what has been said already touches upon the elements of 
decision-making. Before effective action is achieved it must be de- 
cided what is to oe done, how it is to be done, and who is going to see 
that it is done. If the organization is so small that control is vested in 
a single individual he will have no difficulty in disposing of all three 
problems. Once these responsibilities have to be divided between more 
than one person, even if one individual is in ultimate charge, there at 
once arises a problem of communication, and the efficiency of the or- 
ganization is then determined by the efficiency of its communications. 
It should always be remembered that a good organization is oriented in 
terms of persons so that the making of decision is primarily a process 
engaged in by people, affecting people, and influenced by the attitudes 
of people. Decisions must be based on the information received at the 
point where they are made, so that they are critically dependent upon 
t4e channels of communication and staff participation. The quality of 
decisions is also dependent on the capacity of those who have to take 
them and on the reliance placed upon these individuals by superior 
authority. The problem arises more with executive management than 
with the formulation of policy. In the nationalized industries of the United 
Kingdom, for instance, formulation of policy is frequently in the hands 
of boards, whereas executive management is entrusted as far as possible 
to individuals such as the Area General Managers of the Coal Board or 
the District Managers of the Gas and Electricity Boards. 

22. Communications and employee participation are of vital importance 
in reaching decisions. If we consider the basic reasons for the motivation 
of employees, we quickly realize that executives cannot afford to make 
decisions in an ivory tower, insulated from the knowledge, the feelings, 
and the aspirations of their subordinates. Technical decisions must, of 
course, be made on the basis of technical information and the profes- 
sional judgment of specialists ;but decisions become less and less tech- 
nical and more and more far-reaching as they reach higher and higher 
in the hierarchy. The more far-reaching they are, the more the human 
factor must be taken into account. 
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23. Many management experts refer to employee participation as if it 
were confined to those administrative problems which relate to personnel 
policies such as working conditions, pay, or supervisory practices. If 
we are to interpret decision-making from the humanistic point of view, 
we must regard employee participation as a regular method of work in 
all the daily decisions of an organization. The following are some of the 
means of achieving it: 

(i) Staff meetings should be regular and frequent. Supervisors should 
not be afraid of having too many discussions with employees. 
Even a foreman of an unskilled labour force, although he might 
find group meetings impractical, should encourage employees to 
express opinions on working methods, 

(ii) Wherever possible, each supervisor should try to lead his unit 
to a group decision on any matter which affects general work 
policy or ‘ standards, rather than reserve this prerogative to 
himself. 

(ill) Employee suggestions for work improvement should be stimulated 
up and down the line. Management should praise supervisors who 
elicit employee ideas. 

(iv) Employees should be asked individually to help estimate what 
their individual production goals should be. 

(v) The head of the organization should hold mass meetings of em- 
ployees several times a year, out-of-doors if necessary, wherever 
the work arrangements permit. 

(vi) If at all possible, an employee newspaper or bulletin should be 
published regularly, containing current information about the 
goals and success of the enterprise and matter of human in- 
terest concerning individual employees. 

(vii) Serious group problems of discipline, laxity, malingering, or 
the like should be discussed frankly and openly with the groups 
of employees affected, in an attempt to obtain their solution of 
the difficulty. 

24. If such practices as these become a natural and habitual part of the 
working environment, they would go a long way toward providing both 
top management and rank-and-file employees with an understanding of 
working aims and of each other’s problems and feelings, and toward 
satisfying the workers’ emotional needs for sympathetic identification 
with the aims of the organization. 

25. Employee organizations and trade unions also serve a constructive 
purpose because : 

(!) they provide a convenient means of assessing employee group 
opinion on personnel policy and of negotiating with employees; 

(ii) they provide a vehicle, set up by the employees from which 
representation can be secured on labour- management commit- 
tees such as the Whitley Councils in the United Kingdom, the 
Works Councils in Germany, and similar instruments in the 
public enterprises of other countries. 

26. In the trade union, workers who may have little opportunity for 
advancement in the corporation ' or enterprise itself, have a chance of 
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leadership, identification with. the purposes of their group, and a sense 
of social satisfaction that cannot perhaps be afforded to them otherwise 
within the enterprise. 

27. Delegation of authority also assists in the making of decisions. 
Authority may be delegated down the line, following the functional hier-' 
archy and the layers of supervision within a given location, and it may 
be delegated to executives in charge of units at other locations. The' 
latter process is often referred to as decentralization. Delegation and 
decentralization refer essentially to the same method - a fanning out 
of decision-making so that employees at various levels in the organi- 
zation can take action without awaiting prior approval by their superiors. 

28. In a study of the nationalized coal industry of the United Kingdom 
this statement has been made: "decentralization is not simply an aim 
which can be achieved by organizational changes, but is primarily a 
problem of the adjustment of human relationships". This suggests that 
the advantages of maximum delegation of authority to act are achieved 
(i) by improving the efficiency and speed of action of individuals within 
an enterprise; and (ii) by motivating those who are given authority to 
take a genuine interest in and responsibility for their work. 

29. The human element is the primary consideration, as well as the 
limiting factor in delegation. Delegation can go only so far as an em- 
ployee is equipped to exercise the judgment that is required. This pre- 
supposes: (i) the necessary personal knowledge and capacity; (ii) training 
in the aims and policies of the enterprise; (iii) definite standards, de- 
fined in writing wherever possible, by which the employee makes the 
decisions. The success of training and the setting of standards in ob- 
taining greater efficiency through delegation of authority illustrates 
how such activities pay for themselves. 

30. In any event, delegation should go as far as , human conditions and 
relationships will permit. In the enterprises of every country of the 
world there , is all too often a failure to give adequate responsibili^ to 
individuals, and to make Ml use of the human resources already iii the 
organization. 

Other Problems of Super vision ■ 

31. The importance of good supervision is implicit in ail that has been 
said. But there are some significant aspects of supervision and human 
relations yet to be emphasized. 


32. One of the vital concerns of management is how it selects and de- 
velops those who are expected to lead others. ■ Studies and experience 
in the highly industrialized countries suggest: 

(i) Productive supervision requires a person with emotional ma- 
turity and stability, and a fundamental respect for the dignity 
and ' worth of human personality. He must have an, interest in 
working through other people. 

(ii) Supervisors should not , be ■ selected on the basis of their tech- 
nical ability alone or their productivity as individuals. If super- 
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vision is an important requirement of the job to be filled, then 
the successful candidate should possess the qualities necessary 
to good supervision. 

(iii) Various kinds of aptitude tests have been found useful in weeding 
out employees who are not intellectually or emotionally suited 
for supervisory work, but they are only one factor in selection. 

(iv) Classroom training in supervision can improve a supervisor’s 
organization of work in his unit and his intellectual apprecia- 
tion of the foundations of good human relations, but it is not 
likely to change his behaviour if he is failing through his own 
emotional shortcomings. 

33. The motives which lead an employee to do his best work are highly 
individualized. They vary witli the nature of the organization, the attitudes 
of other employees, the period in the organization’s history, and the 
stage in an employee’s career. Any form of recognition of an individual 
for unusual effort must be handled in such a way that cooperation among 
workers is not jeopardized. 

34. For these and other reasons, the transplanting from one country to 
another of systems of awards and rewards, both cash and honorary, which 
have been found successful, must be approached with caution. 

35. Success in the use of special awards and recognition of individual 
merit is more dependent on the qualities of supervision and leadership 
than on any other condition. Here again, a consciousness of human needs 
and feelings is the most important consideration. 

36. Senior management in any enterprise must not only motivate its 
workers but must assure itself that operations are being carried out in 
accordance with established policy. This is less of a problem where 
morale is high, but even under the best conditions there must be well 
defined methods of inspection. 

37. Where standards and policies have been clearly defined with em- 
ployee participation, management has a sound basis for the inspection 
of results. Where it has delegated authority commensurate with indi- 
vidual responsibility and capacity, it can properly inspect production 
and performance through periodic reports, surveys by staff specialists, 
statistical controls, fiscal accounting records, and even periodic inter- 
views with key employees and supervisors. Employees up and down the 
line will welcome inspection procedure and will be accountable when they 
have been trusted with responsibility which they can understand, when 
they have something to say about how the work is to be performed, when 
they are commended for good work, and when they feel that management 
is interested in their welfare, 

Conclusioft 

38. This has not been an exhaustive treatment of all the problems and 
issues of managerial policy and relationships. It endeavours primarily to 
suggest that an enterprise is most successful when its leadership is 
thoroughly conscious that its principal means of operation is through 
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human beings and that each of these persons has a will of his own and 
is entitled to respect for the worth of his individual personality* Testing 
every management decision and method against this criterion is, in the 
long run, the simplest ap|5roach to enlisting the enthusiasm and coopera- 
tion of a working force. 



CHAPTER V 


PUBLIC UNDERSTANDING 

L 


The Nature of Public Accountability 

It is widely accepted that public enterprises, because they are pub- 
licly owned and in greater or lesser degree monopolistic, have a special 
obligation to seek public understanding and cooperation. The foundation 
of such understanding, however, is the principle of ^public accountabil- 
ity”, which must be established independently and enforced bylaw. 

2. This principle means that the public must have the final word in the 
control of the industries it owns. In practice, the legislature, as a body 
of elected representatives of the public, will make the major decisions 
about the industries, while the executive part of the government will 
probably exercise such supervision as may be necessary in their planning 
and current operation. Other functions may also be delegated, but in the 
last resort the industries will be responsible to the legislature and render 
account to it of their activities. The central feature of public accountabil- 
ity is often therefore described as parliamentary control. 

3. The nature of the organizations operating the industries and their 
relations with the executive have already been discussed. A further word 
is necessary about the role of the legislature. The methods by which 
accountability to the legislature is secured will depend on the constitu- 
tional forms of the countries concerned. It is probably generally de- 
sirable that the legislature should not attempt too close a control; in 
particular that it should not normally interfere in the day-to-day running 
of the industries, but confine itself to questions of major policy and ex- 
ceptional importance. Detailed interference will lead to delays, over- 
caution and lack of confidence on the part of those running the industries. 

4. Ultimate parliamentary control is essential, but it does not follow 
from this, any more than it follows from public ownership itself, that 
public understanding is assured. It is inevitable that political ideology 
and social sentiment will play an important part in the approach to pub- 
lic enterprise in every country. The experience of western countries 
shows that enthusiasm for public enterprise must not be allowed to 
obscure the hard core of practical problems which remain whether the 
enterprise is private, public or mixed. Public enterprise does not by 
itself solve the problems of economic efficiency, of price policy, of 
labour relations, of management of personnel, and in a country new to 
these problems it would be wise for the government to endeavour to edu- 
cate the public in these matters in order to avoid many disappointments. 
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Defining the Public Interest 

5. Public ownership means, and parliamentary control is designed to 
ensure, that the industries should be operated in the public interest. The 
first problem is to define the public interest. In the United Kingdom it is 
evident that even the governing boards of corporations in the same group 
of industries have made different interpretations of what the public ex- 
pects of them. This becomes more understandable when it is seen that 
the public interest is almost impossible to define in general terms and 
extremely hard to describe in individual cases. 

Lofig-term and Short-term Interests 

6. There may be conflict between long-term and short-term interests: 
for example, between building up the capital resources of the industry 
and producting goods quickly. A second conflict may often coincide with 
this one: the conflict between the national economic interest and the con- 
sumers* immediate needs - or between people *s interest as owners of 
the industry and their interest as consumers of its products. Similarly, 
national and local interests may conflict. 

Different Cmisumers 

7. Perhaps even more complex are the divergences of interest that 
arise between consumers of different industries and between different 
classes of consumers of the same industry. The British public is served 
by three public fuel and power industries - coal, electricity and gas 
- but the resources available for the development of the three are not 
sufficient to enable each of them to satisfy their consumers to the extent 
that the industries and their consumers would like. 

8. Further, each industry will have different kinds of consumers. 
The interests of industrial consumers of transport will certainly be 
different from those of passengers; circumstances may arise in which 
the two conflict, if it is not possible to provide facilities for both. Price 
schemes in electricity supply may not satisfy both commercial and do- 
mestic consumers; if the rates for one group are reduced the other may 
have to pay more. There is no objective way of measuring these dif- 
ferent needs and no certain way of deciding which shall have priority. 

Consumer Interests and Workers Interests 

9. Another, conflict is that which may arise between workers and con- 
sumers, and which can be summed up in the question, "higher wages or 
lower prices?". The fact that the workers are often at the same time both 
consumers and owners of the industry does not appear to lessen the dif- 
ficulty. 

10. Finally, it is generally inevitable that schemes of, public enterprise 
will raise hopes which cannot all be fulfiiied. Goods must be paid for, 
whoever produces them, and the price will always seem too high to 
someone. Furthermore, the public tends to feel particular disappoint- 
ments more , keenly than it appreciates general achievements, and in 
large-scale' organizations' mistakes and anomalies inevitably occur. To 
this extent there will always be public criticism which will have to be 
met.,' 
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The Need for Inf armatim 

11. In shorty there is no firm once-for-all answer to these problems. 
The "real” public interest can never be determined with certainty. But 
the obligations which this imposes on public enterprises can, be stated 
in more practical terms. They amount to securing a degree of mutual 
confidence: the public must know what the industries are doing and the 
industries must know what the public wants, and react accordingly. At 
least, the fact of public ownership implies that the industry must try 
to achieve this difficult objective. It follows that the industries must 
provide information about their affairs and obtain information about 
public opinion. 


IL 

Information from the Industry to the Public: Reports to the Legislature 

12. The industries will be required by law to render account, at_statecl 
intervals and normally each year, to the legislature or to the ministers 
of the central government. This will take the form of a financial state- 
ment of accounts, showing the capital balance and the profit or loss on 
operations, and of written reports describing the plans, policies, problems 
and achievements of the industries. The annual report should be written 
in a simple and straight forward manner as it is the basic channel for 
providing information and will be available to the public in published 
form. The value of annual reports varies considerably between one 
country and another. Sometimes they are too scanty to serve a useful 
purpose to the public, sometimes they are so voluminous and detailed 
that important features become obscured. The report ol the British 
European Airways Corporation and the TV A document ’’The Use of the 
Earth for the Good of Man” may be cited as a good example of imagi- 
native presentation. 

Puhlicatimis 

13. Most public industries find it necessary from time to time to pub'- 
lish descriptions of their work and policies, broadly for three groups 
(i) for the information of their own employees, if the organization is a 
large one; (ii) for the benefit of outside technicians and research workers 
(such publications are of a specialist nature and form part of a general 
exchange of technical information, a process common to almost all in- 
dustry and essential to technical progress); (iii) for the general public. 

Information to the Press 

14. ' All industries, public or private, pay particular attention to the 
press and broadcasting organizations, which can influence a much wider 
section of the public than the industry itself can. Most industries issue 
regular data to the press, but it is probably more important to provide 
information on demand, to grant facilities for attendance and enquiry on 
important occasions or at development projects of special interest, and 
to provide advance information of new plans. The press itself has a most 
important role to play, both in keeping the public informed and in bring- 
ing public criticism to the notice of the corporations. A vigorous, coura- 
geous and vigilant press is of primary importance in thedevelopment; 
of public confidence in state enterprises. 
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Infarmaiim on Demand 

15. It is essential that enquiries from the general public ^ whether by 
letter or otherwise^ be answered speedily and courteously. Similarly^ 
it is desirable that specialist enquiries from research bodies or uni- 
versities should be met wherever possible. 

Advertising 

16. A public enterprise may well need to advertise in the same way as 
private commercial organizations - if only to inform the public of the 
goods or services it can offer. It is doubtful, however, if competitive 
advertising by various public corporations (vis-a-vis each other) is 
desirable. On economic grounds it is not easily justified, and experience 
shows that the public may resent it. Much the same is true of ’^prestige ^ 
advertising, if too blatantly pursued. The emphasis should be on in- 
formation. 

Other Methods 

17. There are many other methods of telling the public what is going on 
in an industry. A great variety of visual forms of publicity may be em- 
ployed: for example photographs, film-strips and films about its acti- 
vities can be distributed by the industry either generally through normal 
commercial means or to those sections of the community most closely 
interested. The industry can take part in exhibitions, permanent or tem- 
porary. It can invite members of the public to visit its works and sites 
and arrange for members of its own staff to give lectures to schools and 
other institutions. Where the cooperation of a section of the public is 
especially sought, for the furtherance of the industry's own work, the 
use of experimental and demonstration plants is a well-tried method. 


in. 

From the Public to the Industry: Infarynation and Complaints 

18. The flow of information to the public may be wasted unless there is 
also a flow the other way: from the public to the industry. This is more 
difficult to achieve, and the industry will need to make special efforts. 
Some information will come in the normal course of business from those 
employees in contact with the public. If the industry is engaged in com- 
mercial distribution, the managers and employees will pass back a good 
deal of information about public demand for the goods or services and 
about the dissatisfactions and wants of their consumers. 

19. Many public industries study the press as an indicator of public re- 
action, and provide a press cuttings service for their managers, though 
the reliability of such indications must naturally vary widely. Particular 
attention will, of course, be paid to representations from members of 
parliament and members of provincial and local governments. The volume 
of complaints addressed to the industry by consumers will also provide 
an indication of public opinion; but neither this, nor the casual encounters 
of the staff with the public, prove a reliable guide. More systematic 
methods are needed. 

Consumer Research 

20. Market research and audience research have long been used by com- 
mercial firms selling consumer goods and by broadcasting organizations. 
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There is no reason why the same methods should not be used by public 
industries. Statistical sampling surveys can provide accurate assessment 
of the public's opinions, tastes, of the extent of its use of an industry's 
products and of the demand for goods and services. Care must be taken 
to ensure that results in terms of numerical majorities do not lead to 
neglect of the factor of intensity - the strength in which opinions are held 
or demands felt by those in the minority. A variety of other research 
techniques, with or without statistical analysis, are available. Consumer 
research may be essential for new enterprises where such basic facts 
as location of plant, potential and actual demand, have to be determined. 

Advisory Committees 

21. The industry can usually consult such organized bodies of consumers 
and business as exist - Chambers of Commerce, trade associations and 
so on. It may also find it useful to appoint advisory committees, rep- 
resenting its consumers or sections of the public likely to be affected 
by its activities. It may invite as members of such committees either 
persons of specialist knowledge or persons known to be in touch with 
public opinion. In either event they will constitute a permanent body of 
advisers which the industry can consult in preparing its plans or as- 
sessing their effects. 


IV 

The Consumer as a Governing Directm^ 

22. In France a certain number of representatives of the consumers of 
the goods or services provided by a publicly-owned industry are ap- 
pointed to the industry's governing board. Experience of direct partici- 
pation of consumer prepresentatives in management has not so far been 
encouraging, and the appointment of consumers on the Boards does not 
eliminate the need for special arrangements to be made within the or- 
ganization to secure the cooperation of the public in day-to-day business. 

1 

The Public Relations Department 

23. Most of the functions already mentioned fall under the descriptive 
title of public relations, although there is no generally accepted pattern 
of organizing this kind of work. The extent to which public relations 
departments should be developed must depend largely upon the size of 
the organization and the return which money so expended will produce 
for the organization. Differences between and within industries will 
impose variations and demand flexibility in organization. Some indus- 
tries in the United Kingdom group all the functions under a Public Re- 
lations Officer, while others distribute them between one or more de- 
partments. 

24. The persons in charge of public relations or information services 
should be persons of responsibility and authority within the organization. 
Their status within the industry will help to determine the degree to which 
they have the confidence of the management and to which they are able 
to gain that of the public. They should be provided with all possible in- 
formation on questions' of major policy and therefore ■ should probabiy 
attend management meetings at a high level. Although certain of these 
functions ' demand specialist knowledge and experience, it; is important 
that the public' relations department should not become; too large in re- 
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iatioB to its duties and to the size -of the industry; it should not usurp 
any of the normal functions of management. 

Specialist Staffs 

25. Many public corporations have found it necessary to appoint as 
Press -Officer a person with newspaper experience (this is more neces- 
sary since the press office has come to be an essential part of all large- 
scale corporations). The more specialized the other publicity material 
produced by the corporations the more necessary it is to have specialist 
staffs. Statistical, photographic, design and display sections may be 
required - though they will probably have functions to perform within 
the industry in addition to projecting it to the public. If consumer research 
is undertaken, trained and qualified persons are certainly required. 
Many public enterprises employ a small staff - usually within the public 
relations department - to deal with enquiries and complaints from con- 
sumers and the public, ^ome industries appoint officials solely for duties 
of liaison with other institutions, such as organized bodies of consumers 
and other industries. 

Industrial Morale and Public Relations 

26. Staff morale within an industry has a close relationship to the prob- 
lem of public understanding. The degree of courtesy and helpfulness which 
employees display in their dealings with the public is an extremely 
powerful factor in determining public estimation of the industry. But the 
general bearing of employees and their willingness to help the public 
will be affected by the state of morale within the industry. Conversely, 
the opinion which is held of the industry by the public will have some 
effect on the employees^ morale at work; they will be more likely to feel 
pride in their work if the industry is respected by the public. 

27. This points to a duty of public relations officer and of ail managers: 
to make their employees "public relations conscious". Some industries 
set aside part of their staff training courses for this purpose. For em- 
ployees of public industries need to know something of the wider signifi- 
cance and special responsibilities of the industry in which they work. 

Courtesy in Dealing with the Public 

28. The public will receive impressions of the industry in many ways. 
For example, if buildings used by the public are well- designed and kept 
clean, and provided with clear and conspicuous notices giving directions 
to the various departments, a favourable impression will be made. 
Members of the public visiting the industry’s premises should be re- 
ceived with courtesy; they should not be shunted from one department 
to another. Telephone and written enquiries should be handled with the 
same consideration. It is particularly important that letters sent to 
members of the public by employees of the industry should be written 
in a friendly manner and in simple ordinary language. In short, all of- 
ficials of the industry must remember that they are the servants of the 
public, and should treat the public with all possible consideration. 

Local Public Relations 

29. No public relations policy can be successful if it is confined to the 
headquarters of the organization. Delegation of functions is perhaps 
more important in public relations than in other departments. The lack 
of it - that is, undue centralization - quickly makes itself known to mem- 

60 



bers of the publiCj who discover that they have to wait for their enquiries 
and complaints to be referred to headquarters and that they can never 
get an answer from their local representative or manager. Moreover, 
such a state of affairs means that the centralization of the information 
services is acting as a centralizing factor on the whole organization by 
limiting the initiative of local managers. 

30. However, the answer to this problem may not be decentralization 
of the public relations department, since it may be uneconomic to dupli- 
cate the headquarters’ offices at lower levels. Public relations functions 
”on the spot” - in provinces, regions or in small communities - must be 
the job of divisional or local managers. This implies, first, that these 
people should have authority to conduct business with the public without 
having to seek sanction from above; and, secondly, that the public re- 
lations officials at the centre should encourage local managers to seek 
public cooperation, and should provide these managers with continuing 
advice and assistance in doing this. 

31. It was to foster this kind of relationship, which Americans call 
”grass roots democracy”, that special efforts were made in the United 
States in the New Deal period to provide direct representation of con- 
sumers in the planning and operation of public enterprises. This did not 
go so far as to provide elements of control to consumers, but it did, for 
the first time, organize consumers and make their collective wishes 
articulate. In Great Britain consumer representation has been embodied 
in the statutes establishing public corporations. 

Consumer Councils 

32. The managers of public industry, holding a monopoly position, will 
be strongly placed in relation to consumers; the workers of the industry 
may also be powerfully organized to press their views through their 
trade unions. There is, therefore, a need for an effective organization 
to represent the views of consumers. This is especially true of domestic 
consumers (industrial consumers are normally in a stronger position). 
It may not be sufficient to rely on the industries themselves to give a 
hearing to consumers; that is why in the United Kingdom consumer coun- 
cils were established by statute. 

33. These councils represent both industrial and domestic consumers and 
most of them are organized on a regional and local basis (they include 
representatives of the local governments). They are financed by the indus- 
tries but in other respects are independent; and their members are un- 
paid. They have restricted power; they obtain information from the in- 
dustries, bring the opinions and complaints of consumers to the notice 
of the industries and give advice both to the industries and appro- 
priate minister of the central government. They have no authority to en- 
force their views on the industry but may appeal to the minister,' who has 
the power to compel the industry to follow the council’s advice. 

34. In the United Kingdom the councils have not so far been very suc- 
cessful. Nevertheless certain lessons can be drawn from their experience, 
and these, can be summed up as follows: 

(i) If there are too many councils the public will be confused., If 
more than one industry is involved it may foe^ better to group: the 



industries together for this purpose than to have a multiplicy of 
separate councils; 

(ii) The councils must be made known to the public; that is,, adequate 

funds must be available to give publicity to their existence and 
activities; ' ■ 

(iii) They must be independent, financially and in all other respects, 
of the industries concerned; 

(iv) They must receive encouragement and support from the ministers 
of the central government; 

(v) The industries must seek the councils advice on their plans and 
policies before reaching decisions on them. 

Assessment of Efficiency 

35. Perhaps the most crucial problem of all in the control of a public 
enterprise is the evaluation of its performance. To put the question in 
its simplest form, how are the legislature and the public to know if the 
industries are running efficiently? 

36. There are two general problems: 

(i) What persons or organizations are best suited to enquire into the 
efficiency of public industry; 

(ii) What techniques are available to determine the degree of efficient 
working. 

Parliamentary Committees 

37. The primary organization is the legislature, which will receive 
information about the industries and debate it. But parliamentary debate 
is not a sufficiently close enquiry for many of the technical questions 
with which public enterprises are generally concerned. The legislature 
may therefore need to appoint special committees of its members to 
enquire more thoroughly. Such committees may already exist, to deal 
with other public services. Thus, the Public Accounts Committee of the 
United Kingdom Parliament has examined accounts of nationalized in- 
dustries. It is probable, however, that these committees are either too 
busy or unsuited to examine problems of industrial management. Hence 
there may be need for a special permanent committee for public industry 
with persons of expert knowledge to assist its members. A proposal on 
these lines is now being considered in the United Kingdom. 

Other Committees and Tribunals 

38. Similar bodies may be appointed outside the legislature. These may 
be permanent and have particular duties to perform (like the Transport 
Tribunal in the United Kingdom and the Rates Tribunal in India, which 
in fixing the level of charges try to assess the efficiency of the nationalized 
transport industry); or they may be appointed from time to time for a 
particular task. One possibility is to hold an exhaustive enquiry into each 
industry by an impartial body at intervals of several years. Consumer 
councils might also provide continuous or periodic checks on how the 
industry is managed. 

39. The accounts of French public industries are audited by a 'body 
known as the ^'Commission de Verification des Comptes des Enterprises 
Pubiiques" which reports to the cabinet and the legislature. This body 
does not confine its activities to purely financial audits, but examines 
the structure, working and production of the industries. 
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Criteria of Efficiency in Public Industry 

40. Private industry is assessed by the public according to the price 
and quality of its products, and the public expresses judgment by buying 
or not buying those products. The final judgment on the firm’s efficiency 
is made when it faces its shareholders and shows its profit and loss 
account. 

41. The test of profit often cannot be fairly applied to public industry. 
The industry may be subject to controls by the central government which 
prevent it from selling at a price which is economic or will cover its 
costs. Its projects may be long term, inevitably showing a loss initially; 
indeed the projects may well be undertaken by public rather than private 
industry for just this reason. Thus the basic criteria of selling price 
and profit or loss may have comparatively little relevance to the ef- 
ficiency with which a public industry is run. 

Annual Accounts 

42. For the reasons outlined above the annual accounts may provide only 
a very imperfect guide to the efficiency of a public enterprise. They may 
reveal gross inefficiency if grave financial losses are sustained in an 
industry which by ail reasonable expectations should be self-supporting 
or nearly so. When there is no dramatic situation of that sort, however, 
the accounts are of only limited value. For example, revenue may be 
sufficient to cover costs, but the costs may still be too high if the in- 
dustry is producing a small output of goods in great demand and is able 
to charge high prices for them. In such circumstances the public will be 
entitled to ask if the price could not be reduced by more efficient methods 
of production: that is, through greater output, lower average cost and 
smaller profit margins. This sort of question cannot be answered with- 
out a more detailed examination of the industry’s internal operations and 
other techniques of measuring efficiency. 

Indices of Cost, Output, and so on * 

43. For the purposes of internal management, a publicly-owned enter- 
prise will generally develop measurements of the cost of producing unit 
quantities of goods or services. These costs need not be measured in 
terms of money; in fact, if they are, they may reflect extraneous factors 
such as changes in the value of money and increases in price, or taxation, 
of raw materials. They can be expressed in terms of other resources such 
as manpower (output per man-hour). Thus in coal mining the average 
quantity of coal produced per man day can be calculated. Railways can 
show the average load carried per wagon; airways, the average number of 
passengers carried per aircraft or per employee. 

44. Naturally the human side of industry (the morale of employees, for 
instance) is least easily measured by statistical techniques, but it can 
to some extent be reflected by statistics. Collectively, statistics on ab- 
senteeism, the number of accidents, the turnover of manpower, and the 
number of industrial disputes will be a guide to the success of manage- 
ment in gaining the cooperation of employees. 

45. It is very desirable that all these indices and statistics are available 
to the public, and their regular inclusion in annual reports should be en- 
couraged. For some industries such information can be published at 
shorter intervals - even monthly or weekly. 
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Need far Comparisons 

46. When publicly-owned industry publishes details of its performance 
in the way suggested in the previous section, it may become possible to 
use the results for purposes of comparison. There is generally no ab- 
solute standard of efficiency with which comparisons can be made. The 
following comparisons can, however, be of value.. 

(i) With other organizations charged with similar responsibilities 
in other countries: This is not always possible, and differing 
circumstances in the countries concerned may invalidate to some 
extent the conclusions drawn; 

(il) Between different units in the same organization: 

A publicly-owned industry may have a number of plants producing 
the same goods, or, ,at a higher level, it may be organized in 
regions. Comparisons of results between plant and plant, and 
between region and region can then be made although in both 
cases extraneous factors affecting efficiency may vary, and 
may have to be discounted; 

(iii) With the results achieved by the organization during previous 
years: This is perhaps the most reliable guide, and if performance 
appears to improve regularly and steadily over a number of 
years, it may reasonably be assumed that the organization is 
reaching a reasonable standard of efficiency. 

Conclusion 

47. The evaluation of the work of public industries remains a complex 
matter of judgment, involving the balancing of many factors. The best 
advice that can perhaps be given at the present time is to make sure 
that those charged with responsibility for running each industry devise 
as many measurements of work performance, unit costs, and so on, as 
possible, and that the results produced are made public regularly and 
as frequently as possible. In this way the legislature, the executive, the 
press and the politically alert sections of the public will have the maxi- 
mum amount of information on which to form judgments, and on which to 
develop searching and health criticism of those in charge of the enter- 
prise. Information is not available about the present position in each of 
the countries in the ECAFE region. In Burma a variety of methods are 
employed both to foster public understanding of the operation of public 
enterprises and to obtain the views and criticisms of the public. 
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